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PREFACE 


The first Volume oOhis.’work was ready, printed, by the end 

of March, and this, the second Volume, is out of the press to-day, 

the 39th^ne, The, two Volumes are being issued together. 

Advantage hscs’been taken of the above interval to introduce into 

the second Volume the latest facts and figures relating to the trade, 

currency, banking and finances of India ; and even a summary of > 

Mr. W. T. Layton's recommendations relating to the reorganization 

of Indian finance on a federal basis, has been given in Appeudix 11 

at the close of the second Volume. Though both the size and the 

bulk of the work have been increased, the old price, Rs. 10 for the 

two Volumes, has been retained for the benefit of the student 
world in India. 

Thirgftdhiv&sa, Poona 4 

30th JufigjtaeSB. 


! 


V. G. KALE, 
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CHAPTER XI 


THE CURRENCY SYSTEM. 


165. Money The lively an unflagging interest with which 
monetary problems have been discussed in India during the last 
many years, demonstrates the vital importance of a sound currency 
system to the well-being of a nation and the public consciousness 
that the currency arrangements developed in India, have suffered 
from serious drawbacks. The interlacing and the dependence of 
economic phenomena is instructively reflected in the relation of 
money to prices, capital, wealth-production, incomes, trade and 
finance; in fact, in the whole complex of the national life of a 
modern community. Money is often incorrectly regarded by the 
uninstructed as an indication of wealth and prosperity ; neverthe- 
less, the fact of its being a measure of value and the instrument of 
exchange, imparts to it a significance all its own. Economists' have 
advanced various theories in relation to the essence of money. 
Some look upon it as nothing more than an ordinary commodity, 
others treat it as a mere index of value, a ticket, and still others 
^yorce the value of money completely from the substance of which 
it is made and make it a creature of law. They are known as the 
metallic, conventional and State theories of money. There is an 
element of truth in all these theories, an understanding of which will 
prove extremely useful in discussing the monetary problems of India. 
In passing we may refer to the organic conception of money present- 
ed by some thinkers e. g. by O. Spann, who regards money as "capital 
01 a higer order”— as the truest and the ever-present phenomenon of 
the communal and governmental assistance rendered to economic 

activities. We shall begin with a few elementary facts and 
considerations. 


■*" o« Vo,.;. 

* 

* 8a® '• Fondamant dar VolkswirtBohoftalehre. *’ 
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flic inconvenience associated with barter leads to the selection 
ol one or more objects as means of payment, that is to say, to be 
given and received in exchange for commodities. What every 
person, seller and purchaser of goods, seeks is wealth in various 
forms adapted to consumption. But to secure them he must, each 
time, give in exchange objects that will be acceptable in quality and 
»iuantity to the other party. A cultivator may take a basket of rice 
to a clothier’s shop with the intention of purchasing a shirt. But 
how is he to know how much he is to pay for different kinds of 
shirts ? The seller of shirts may likewise possibly have enough of 
rice in his house and not need what is offered. Difficulties of this 
nature involved in the measurement of values of commodities smd 
in effecting bargains, are overcome if a common measure of value 
and means of payment is agreed upon and all values are dctcrmincil 
in relation to it. Bulky and perishable objects or articles wliich 
are not easily divisible, are not suited to become means of payment 
which may be of small or large size. Domestic animals, cows, 
bullocks and sheep may be used as means of payment and measures 
of values in agricultural and pastoral communities, but economic 
development calls for the selection of other and more suitable 
objects ; and shells, cowries, bits of leather, seeds, and hard, dried 
fruit thus come into use. The metals, copper, silver and gold, best 
satisfy the requirements of a convenient means of payment and a 
measure and a store of value, and have been invariably adopted by 
mankind even at earliear stages of social progress. In any event, 
when a ‘market’ is developed and a common price ensues, money 
becomes indispensable. 

Whichever meUil or metals might be used, they had to be 
weighed out in order to measure and fix the values of goods ; and 
when payment in the form of ingots or bars was found inconvenient, 
discs or square pieces of a definite weight and size were introduced. 
The values of the pieces were guaranteed by the stamps imposed on 
them by public authority ; and thus coined ‘money’ came into general 
use.* Intrinsic value is an accompaniment but not an essential charac- 
teristic of money. The substance of wliich money is made, gold or 
silver, for instance, may be used as bullion in the arts, and its inde- 


1 *'8o lung as a gireu material is a meann of payiueut money Lai 

not yet come Into beiug,"— Knapp : The State Theory of Money. 
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pendent commodity value is important in the eyes of the public. 
Money made out of the precious metals thus inspires confidence in 
the minds of users, but equally good money is made out of paper 
which lias no value of its own. Tlie sovereign authority of the State 
ordains the metal which will form the substance ol‘ the principal 
means of payment and prescribes the units of value which this money 
will represent. Money is, therefore, largely a creature of law ; and 
its validity is independent of the material it is made of and is derived 
from the authority of the State. All means of payment are not 
money in the strict sense of the term but the reverse is true. Law 
fixes, in each country, the metal, the quality and the quantity and the 
value of the standard money; and the State undertakes to issue this 
money from its mints to the public in exchange for definite quanti- 
ties of bullion tendered. The acceptance of this standard money is 
made obligatory by law. Besides standard money, subsidiary or 
fractional money is issued by the State for enabling the public to 
effect small payments, but it is not freelj^ coined like standard money 
and its relative value is arbitrarily fixed. The obligation to receive 
the subsidiary money is also limited to small amounts. Bank notes 
are useful means of payment and become money by being recogniz- 
ed as such by the State ; and treasury or currency notes are accessory 
money as they are issued by the State. 

1 he money of each country, particularly paper money, circu- 
lates only within its borders ; it will be accepted in other countries 
only at its intrinsic value, the face value depending on the fiat of 
the State, which is not recognized elsewhere. Before the war, the 
leading nations of the world had come to adopt gold as the standard 
metal out of which the chief money was coined at the State mints. 
During and long after the close of the war, the system of the gold 
^ standard was practically, though not theoretically, abandoned by 
all of them except the United States of America. Money based 
upon the gold standard, lias the characteristic of international money 
because the conversion of one nation's currency into another’s is 
easily effected under the system owing to the universal demand for 
the yellow metal. The Indian currency system lias had a long and 
chequered history, and a novel monetary standard was developed 
m tins country with a view mainly to facUitate foreign exchanges. It 
was the gold exchange standard which is a modified form of the gold 
standard. Under this system gold is nominally the standard, but it is 
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neither minted jior is it in free circuhition, there being no obligation 
on government to redeem the silver and paper money in gold. We 
sliall now proceed to trace the stages through which the Indian 
system of currency has passed before reaching its present position. 
The question of foreign exchanges, which is intimately bound up 
with it, will, for the sake of clearness, be separately dealt with in 
the next chapter. It will be discussed in the present chapter so 
far as it is necessary for the exposition of the monetary system, the 
subject under immediate consideration. 

166. Monetary Standard : — A few more preliminary obser- 
vations will be helpful in the elucidation of tliis complicated topic^ 
Money is the means of payment created and enforced by the autho- 
rity of the State, and its validity and value are independent of the 
substance of which it is made. As it is one of the functions of the 
State to see that voluntary contracts between individual citizens are 
properly respected and carried out, it has to prescribe the means of 
paying debts tliat it will accept and will compel other creditors to 
accept from debtors. Nevertheless, these means must inspire pub- 
lic confidence, and hence the use of gold and silver in their manufac- 
ture. Money is indeed intended and mainly destined to be parted 
with ; but unlike the inch or the foot, it is a store as much as a mea- 
sure of value and may be used as a consumption good also. These 
facts have to be specially borne in mind 'in dealing with Indian 
conditions. The metal of which the definitive kind of money is made 
and the weight and the fineness of the moneLar)’ units are authorita- 
tively fixed ; and the State undertakes to issue from its mints ( this is 
its exclusive prerogative) the standard coins in exchange for the fixed 
quantities of the standard metal. The money thus freely coined with- 
out limit (the fee levied is insignificant) is called sp'ecie. The mone- 
tary system of each country includes, besides this class of money 
which is its basis, others which do not share these peculiarities. Thus 
some classes of accessory money made of metal or paper, are not 
freely issued and may or may not be tenderable in unlimited quan- 
tities in payment of debts. Similarly, fractional money or small 
change is ‘ legal tender ’ only up to a small fixed limit and there is 
no free coinage in its case. Currency systems are distinguished 
according to the metal which forms the substance of the principal, 
absolute or specie money and which is known as the standard. The 
British system of currency is thus based on the gold standard, and 
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the sovereign or the pound sterling is tlie principal money possessing 
the special characteristics mentioned above. Any one presenting 
an ounce of gold, is entitled to receive from the Royal Mint £3 
17 s. 10 d. This free coinage and the freedom to melt or export 
the coins, combine to maintain the legal relation between the values 
of gold bullion and sterling. The shilling is a subsidiary token coin 
which is legal tender up to the limit of 40 s. Bank notes and 
treasury notes are full legal tender and are redeemable in gold 
coins and constitute accessory money.' 


Like the above system of the gold standard or gold mono-metallism, 
there is the silver mono-metallism or the silver standard. The latter 
system prevailed in India before 1 893 and in Great Britain before 1 81 6 
as it existed likewise in other European countries before they emerged 
into the gold standard system out of bimetallism in the latter part of 
the nineteenth century. This last, known as the double standard, 
imparts to both gold and sUver the characteristics of either of the 
first two systems, the ratio between the values of two metals being 
fixed by law. Wlmt^ is called the ‘limping- standard is either a 
d^^yed fom of the preceding or may develop from the other stand- 

ards; and Its chief distinguishing feature is that under that system 

side by side with the principal standard money of gold or silver or 

paper, thSre is a full legal tender money made of the other metal 

tTo^ t" “ ’ general eircola- 

eign obligations and to maintain the nomin j of : 

currency of sflver or nftn#»r internal 


1 The restoration of tb« trold aiAn 4 a*.i « Z " 

M25,(Uwa8lnaatatoofiuspeDaionoffIn«t!rw?r**^".*‘®*” 

by resWotione regarding free coinage e*noa«hm °°“^***°“** accompanied 
of gold. ODoaehraent of notes and the export 
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purposes of remittance abroad, exchange on gold standard countries 
being usually offered in the place of actual gold. The gold bullion 
standard" is a system of the self-same character, aiul in it gold is 
supplied in the shape of bars but not of coins. Lastly comes 
the paper standard and it generally arises when paper money 
can not be redeemed or converted into specie and becomes the prin- 
cipal and the standard money. It may be easily converted into the 
gold excliangc shuidard if a reserve of gold is created and the inter- 
nal money is converted into gold for external pajTnents, by the 
State. A good monebiry standard ought to provide for sufficient 
currency and stable prices within a country and also for securing 
the convertibility of national money into gold, which is international 
currency, at a stable rate, and it should be automatic and smooth in 
its working. The adoption of the gold standard and its restoration, 
after temporary suspension, in post-war years by one country after 
another in the West, demonstrates the importance of these consider- 
ations while, of course, fixity of foreign excliange is the predominant 
motive underlying the gold exchange standard. 

I€>7. In Ancient Times: — Tlie liistory of Indian civilization 
may be expected to throw light upon the various phases of the 
gradual rise of money economy, from the use of cattle, skins and 
cowries to unstamped and stamped metallic pieces as measures of 
value and means of payment. Though barter largely prevailed in 
Indian villages, gold, copper and silver coins have been very com- 
monly used by the people from remote times. There is sufficient 
evidence to show tliat during several centuries preceding the 
Christian era, and of course succeeding it, emperors and kings highly 
cherished the privilege of coining metallic money, and the external 
and the internal trade of the country required coins of various 
denominations. The importance of metallic money was clearly 
understood and royal mints were systematically managed. The 
extent to wliich money was used depended upon the stage of econo- 
mic progress attained by the community or locality and no 
uniformity can be looked for in this respect in India, in ancient or 
later times. The use of regular currencies could not, of course, 
prevail in the age of the Vedas. Pieces and lumps of gold ( rukma ) 
were used in place of coins, and in the Rig Veda there is a reference 
to the gold Mana, an old Semitic measure or coin. ‘ Values appear 


1 P, T, Sbrioiras Ireoger: * Life in Anoieot ladia.’ 
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to have been estimated in terms of cattle ; but a reference to Nishkas 
and to Dasha-hiranya-pindas in the Rig Veda suggesU the use of coins 
and unstamped metallic currency. The Brahmanas mention other 
coins such as the Pada and Krishanala. The Budhist times were a 
period of transition. We are told that ‘ the older system of traffic 
by barter had entirely passed away never to return. The later 
system of a currency of standard and token coins issued and 
regulated by government authority had not yet arisen '. Barter 

“"“mmon and articies like pieces of cloth 
tvere employed as means of payment. But there is distinct progress. 

in terms of the Kahapana , a square copper coin weighing about 
146 grains and guaranteed as to weight and fineness by punch 
narks made by priwite individuals.' No silver coins appear to have 

Jatak.is to show the e.vistence of a variety of coins ; and Panini 

succeeding the Cluistian era, we have silver and bronze coins, 
punch-marked, cast and struck on one side only.® 

the Ro™l Superintendent of 

fRnll.r h a ^ ^ ®"dto the Examiner of Coins 

(Rupadarsha) whose duty it was to regulate currency both as a medium 

coins ( tirarupa r are It ■ ^oPPe^ 

«n"'o? ToppTald Ma^Chmarmake's 

the comparative values of coins Tsold weights and 

« - »'» — ,‘1 


1 Rhya Davida: Budhiat India. 

* »ap»on: Anoiont India. 
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Otherwise known as ‘ Dinara,’ the Roman ‘ Dinarius.’ India's brisk 
foreign trade in the early centuries of the Christian era stimulated a 
flow of Roman coins into the country and the imiti\tion of those coins 
by Indian rulers. It will thus be seen that the transition from barter 
to a money economy and to a system or systems of mints and 
currencies, was slowly accomplished by the early centuries of the 
Christian era though barter and crude coinage survived in parts of 
the country even to later times. 

168. PreaBritish Period : — The Mahomedan kings of Delhi 
in the Middle Ages, liad their own distinctive coins, and Altamish 
introduced a purely Arabic coinage and made the silver ‘ tanka ’ of 
175 grains, the ancestor of the rupee, his standard.* Maliammad 
Taghluk improved the gold and silver coinage and introduced a token 
currency of copper which, however, he had to recall on account of 
the ease with which it lent itself to counterfeiting. Akbar improved 
the currency still further and it was maintiiined in the time of his 
successors. Abul Fazl describes Akbar's rupee as ‘ a silver coin of 
a round lomi in weight 4 Mashas' and states that it was first intro- 
duced in the time of Sheer Khan and tliat it was revived and made 
more pure in liis master’s reign. He likewise describes gold coins like 
the Mohur, this coin being round in form, weighing 11 Mashas and 
being valued at 9 rupees. The principal copper coin was the Dam, 
formerly called ‘Pysha’ and in value the -litth part of a rupee. Gold 
coins were struck at four places in the limpire, in Bengal and at Agra 
Cabul and Ahmedabad. Silver and copper were coined at ten other 
cities besides, while copper alone at many more. As regards the use 
of the dift'erent coins, Abul Fazl significantly remarks : — “A great 
deal of traffic is carried on in tins flourishing country in Mohurs as 
well as in Rupees and Dams-" The danger of dipt and light-weight 
coins being used for defrauding the State treasury, was recognized 
and the weights below which coins were no longer legal tender, were 
decreed by government. 

The Mahomedan rulers of central and southern India followed 
the example of the Delhi emperors and issued gold and silver coins. 
Under Mahratta rule the gold Hon was the standard coin and money 
•f account, andgrants were made and assessments of the land tax were 
fixed in terms of the gold coinage. The rupee coins of the Mahomedan 


X St« Laae Pool* : ilodiaoral Xodia, 



PRE-BRITISH PERIOD 


485 


kingdoms, however, circulated widely in the seventeenth century, and 
the.rupee soon came to have an extensive vogue. It is well known 
that even in very old times, the exports of India were paid for by 
foreign countries in gold, and Roman coins have been found in large 
quantities in the Madras Presidency. There is no wonder if in a 
large continent like India, divided into numerous kingdoms and 
principalities, hundreds of different coins should have been issued and 
been simultaneously in circulation. The coins were known by the 
names of the places where they were minted. The varying relative 
values of these coins' must have caused uncertainty and incon- 
venience in commercial transactions, but the intrinsic values of the 
chief coins were probably well known to experts and business men. 

To mint and issue coins was an important prerogative of sover- 
eignty and was exercised by petty rulers as muchas by powerful kings. 
Several of the coins bore the effigies of the rulers and the distinctive 
names of the places where they were minted. Under the Mahrattas, 
in the middle of the eighteenth century, manufacturers of money 
were licensed by the government on payment of a fee, and the 
weight, quality and denomination were fixed. The ratio of the 
Delhi gold Mohur to the rupee was 1 to 1 5^. The mints were open 
to private coinage in the sense in which the expression is used in 
Economics, and the supply must have been well adjusted to the 
demand. It appears that the silver rupee coin circulated very largely 
in northern India and the gold mohur was only a supplementary coin 
there. The position was reversed in southern India where the gold 
coin enjoyed the widest circulation and the silver coins were only 
subsidiary to it. As the power of the Moghals did not spread to 
southern India, their currency system was not adopted in those parts. 
The landmarks in the history of Indian currency since the beginning 
of the last century wll be indicated below. From them it will be 
seen that whereas under the Hindu and Mahomedan rulers, both gold 


1 Mr. Maoleod ia his woik on “lodian Currenoy'* montioDS that when 
British Rule eommenoed there were no less than nine hundred and niuety-four 
(994) dififerent coins of gold and silver current in India. In an offloial table 
published for the guidance of the civil courts in the Bombay Presidency the 
names of no leas than thirty-eight gold ooios and over one hundred and twenty- 
seven silver ooins are mentioned as still so far current in different parts of this 
Fresldenoy as to make it. worthwhile to give the relative intrinsio values of these 
local ourrenoles in exohaugo foe the Queen’s coin."— Ranade : Ourtenoiea and 
Mints under JdahraUa ^ule. 



4$6 


the currency system 


and silver coins circulated freely in the country without an attempt 
on the part of governments to fix, from time to time, and steadily to 
maintain the relative legal values of the two, under British rule ; the 
silver rupee was constituted into the principal coin of the whole coun- 
try, supplemented by paper currency and later on by the gold sover- 
eign whose relation to the silver coin was fixed by law. 

ie9. Under East India Company The confusion caused 
by the multiplicity and variety of coins current in its territories, led 
the East India Company, which had its own distinctive rupees' 
coined in Bombay and Madras, to tliink of making the currency 
uniform; and though in 1 806 the Directors declared that while “fully 
satisfied of the propriety of the silver rupee being the principal 
measure of value and the money of account,” they did not wish “ to 
introduce a silver currency to the exclusion of the gold,” only 
twelve years later, the silver rupee was substituted for the gold 
^pagoda as the standard coin of the Madras Presidency, where gold 
coins had, till that time, been the principal currency and money of 
account. There had been four different rupees in circulation, those 
of Murshidabad, Fourrukhabad, Arkot and Surat, besides the gold 
Mohur and the pagoda worth respectively Rs. ISandRs. The 
Mahratta territories also had their own rupees coined in various 
places. These coins, both gold and silver, were, of course, no 
longer issued from the mints in British India and were not, there- 
fore, standard money. There was, therefore, no question of bime- 
tallism, and its introduction was not contemplated. The gold coins 
in the hoards and in the circulation, could be treated as only so 
much bulHon unless the goverument of the Company recognized 
them as currency having a fixed relation to its own standard money. 
The consolidation, under one authority, of large territory, pre- 
viously governed by a number of rulers, demanded a common 
monetary system. Efforts were consequently made steadily to 
unify the currency, and they at last culminated in the demonetiza- 
tion of gold and the establishment of the rupee as the only legal 
money of the country. The history of the evolution of the present 
currency system is briefly given below. 


1 The 6f3t British Mint in India was established in Bombay in 1671, and the 
East India Company, as it extended its territorial authority, took up the Indigea- 
ouB rupee aa the basia of its own slWer ourrenoy. 
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(1) In 1835, the first decisive step was taken to inaugurate 
silver monometallism as the currency system of this country. 
The present silver rupee, weighing 180 grains, ths fine, was 
formally established as the standard coin in the whole of British 
India, and gold was demonetised, that is to say, was deprived 
of its status of the metal out of which absolute legal tender money 
could be made. It was enacted that ‘ no gold coin shall hencefor- 
ward be a legal tender of payment in any of the territories of the 
East India Company But by a proclamation of 1 841 Government 
authorised officers in charge of public treasuries freely to receive 
gold mohurs at fixed rates which represented a ratio of i 5 to 1 bet- 
ween silver and gold. This operation, which resulted in the 
disappearance of gold coins from circulation, was not disadvan- 
tageous to the government so long as the commercial ratio between 
gold and silver was higher than this ratio and there was a premium 
on gold, but the position was reversed as soon as the ratio became 
favourable to sUver owing to the comparative cheapness of the 
yellow metal. By the middle of the last century gold depreciated 
owing, among other causes, to the discoveries of the metal in 
Austraton mines, and government in India became embarrassed 
When the public took advantage of the divergence between the legal 
and the market ratios of gold to silver by presenting gold at the 
weasunes and exchaging it for a larger value in silver. (2) A notifica- 
tion was, therefore, issued towards the close of 1 852, declaring that 

ouand after 1st January, 1853, "no gold coin wUl be received on 

account of payment.due or in any way to be made, to the government 
m any public treasury within the territories of the East India 
^tnpany This was the second deUberate measure taken to for- 
tify the sUver monometalUsm initiated in the year 1 835 


soft ef F ‘battle of the standards" was fought on the Indian 

to siC ™ of adjusting the ratio of gold 

to si^ve was expeneneed in India as elsewheri. Both gold and ilver 

offiaals of government. Merchants in India, Indian and European 

memorialised the Government of India for a gold currenf'v nn f th* 

tondLTr*^"^^ legal 

sovereign for 10 rupees. Officers^ like lir 

1 8« to SSSrfr”” °f ladia from 

to 1865 and Sir Richard Temple, a faw years later, strongly sup- 
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ported the proposal of a gold currency linked up to the rupee at a 
fixed rate. The Mansfield Commission appointed to inquire into 
the question, likeAvise Wiirmly recommended, in 1866, that gold 
coins should be made legal tender money. The Government in 
England, however, did not approve of the proposal and only authorised 
the receipt of gold coins in public treasuries as used to be done 
before 1853, at fixed rates which were slightly raised two 
years later. 

170. Bimetallic System The uniform practice in almost 
all countries, western and eastern, has been for governments to 
issue from their mints, coins of both gold and silver and then 
to fix their relative values or leave them to be determined 
by economic forces. Movements in the course of trade as well 
as conditions under which the precious metals were produced, 
caused the predominance now of silver and now of gold in the 
circulation of national currencies. Changes in the weight and legal 
ratio of the coins, therefore, became necessary from time to time. 
England adopted gold monometallism in 1816, but the other nations 
continued to have legal tender coins made of gold as well as of silver. 
These media of e.xchange are, however, measures of value, and their 
(Quantity in circulation has an effect upon their purchasing power 
and is itself limited by that power. The regulation of a uniform 
supply of currency and of its steady purchasing power becomes 
exceedingly difficult under the bimetallic system and caused serious 

confusion and annoyance in the middle of the nineteenth century. 

Fluctuations in the relative values of gold and silver in European 
countries and America where currencies were on a bimetallic basis, 
caused great embarrassment by the influx now of one metal and 
now of the other. The value of silver compared with tliat of gold 
began to fall with the relative increase in the supply of the former 
or an augmented demand for the latter, in the third quarter of the 
nineteenth century, and as some European countries followed 
England’s lead in adopting the gold standard, the other nations of 
Europe combined in the Latin Union to protect themselves from 
the danger of being overflooded with the cheap white metal. The 
value of silver which was 60 i’e d. per. oz. in 1872, came down to 
53jd.in 1876, to 50,Vd. in 1883, to 42^ d. in 1888 and to 35 tV d. 
in 1893. The countries of the Latin Union were at last compelled 
to abandon the bimetallic system and to give up the free coinage of 
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silver. Thus came to be established the 'limping ’ standard under 
which though silver coins were full legal tender, there was no free 
coinage and they were ^^^tually token money. This meant the 
triumph of the gold standard, which has now been adopted in aU 
countries of the world except China, which also has been making an 
attempt to follow the other nations. 

Under the system of bimetallism, as has been already stated, 

both gold and silver are standards of value, and the relation between 
the values of the two is fixed by law from time to time. Mints are 
open to the coinage of both the metals and both are full legal tender. 
The market rates of gold and silver fluctuate according to the law of 
demand and supply, while the lagal rates remain fixed, and for the 
time being, the overvalued metal drives the undervalued metal out 
of (urculation and out of the country wliich temporarily comes to 
have a currency of only one metal, Gresham's law comes into 
operation, the weaker coin alone remains in circulation, the other 
being melted, hoarded or exported, and the supply of currency falls 
short of the demand. If bimetallism were adopted by the principal 
nations of the world, the fluctuations and the embarrassment would 
be considerably minimised. But no agreement could be arrived at on 

this question, the monetary conferences which were held in 1867, 
1878, 1888 and in 1892, to settle the problem, proved infructuous 
and nations had to adopt the gold standard accompanied by a limited 
leg^ tender silver currency, whose parity with gold was maintained 

1 Li coins. Germany in 

^ standard primarily 

wththe^ewto secure a stable monetary exchange with Great 

ttntaiD, the most advanced and powerful commercial and industrial 

country tn the world. Their lead was followed by other European 

nations.* ^ 


f-fi * OlWcutties in India The Indian government continu- 
ed to be pressed fora gold currency, particularly when gold was com- 
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paratively cheap ; and at last in 1 S74, it definitely declared itself un- 
able to recognize gold as a standard of value in this country. From 
1 835 to 1 899 the Indian currency rested on a silver basis, but the cir- 
cumstances which ultimately forced government to adopt the gold 
standard were peculiar. Its troubles were not due to bimetallism, 
as the Indian currency system was silver monometallism. The cir- 
cumstances were these. India is a debtor country. Its government 
lias to remit to England every year crores of rupees for meeting the 
Home Charges, its expenditure in London on account of interest 
on public debt, salaries, pensions, purchase of silver and stores and 
so forth. The revenue of government is collected in silver rupees 
and the charges in England must be met in gold. When silv’er was 
demonetised by European countries and its supplies were larger than 
the demand, the value of the white metal expressed in gold steadily 
fell. The lower the gold value of silver, the larger was the amount 
of rupees the gavernment had to find to meet the Home Charges. In 
, fact, a drop of one penny in this exchange value, added more 
than one crore to the amount of rupees that had to be provided for 

procuring the necessary amount of gold to meet the Home Charges 
in England.’ 


(3) Besides the government, merchants, European officers and 
others who had to make remittances to England, sustained a loss 
and had to suffer from the inconvenience of instability. The Gov- 
ernment of India, therefore, felt the necessity of adopting the gold 
standard and the introduction of a gold currency, and the temporary 
suspension of the compulsory coinage of silver in the Indian mints, 
had been suggested to them; “but the main object of such attempts 
as were made by the Government to deal with the subject between 
1 878 and 1 892, was not to effect a change in the standard of India 


3,,*.*^® b© mentioned that in 1873-74, bofotd 

the fall ID the exchange value of the rupee commenced, the amount of Home re- 

mutance In lieu of payments the Secretary of State makes in England on behalf 
of the Indian Government, of such charges as interest on debt raised in England, 

pensions^ salaried^ tho price of stares eto., was about £ IS 
exchange of 1 s. 10 351 d. was represented by Rs. 
14,26.57.000. During 1892-93 the amount remitted was £ 16i millions which at 

Rs sITitlT rf ^ ® payment of 

remitted at the rate of exchange of the year 

1873-74 It would have needed only Rs. 17.75.19.200 5 which means that there was 

a loss of Rs. 8,72.64.950. entailed upon India by the falling exchange in that 

year."-Author-s •• Gokhale and Economic Reforms.” page 28. 
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but to facilitate an international agreement which might cause a rise 
in the gold price of silver, and thus diminish the inconvenience 
resulting from the retention of a silver standard in India.” It was 
in this manner that the Indian government came to be associated 
with and interested in the efforts of bimetallic countries to steady 
the ratio between the values of gold and silver, though it had no 
intention of changing its own silver monometallic S 5 'stera. The 
United States of America too had to face the problem of depreciating 
silver, especially on the pressure of the producers of that metal, and 
attempts were made In that country by the Bland Allison and Sher- 
man Acts to maintain the price of the white metal by the govern- 
ment’s continuous purchase and coinage of fixed quantities of that 
metal. 


(4) In the meanwhile, in 1 876, commercial bodies in India had 
begun to urge upon government the need of suspending the coinage 
of silver temporarily with a view to prevent the further fall of the 
rupee. But government did not countenance the proposal on the 
ground that interference with the Indian standard of value had not 
been called for. Only two years later, however, they made a 
representation to the Secretary of State pointing out the diflficulties 
and losses entailed upon them and on the country by the fall of 
silver and recommending the establishment of the gold standard. 
But Her Majesty’s Treasury was opposed to the change, and the 
Imperial government would not sanction it. The twenty years' 
period between 1873 and 1893 has been divided into three stages: 
(I) 1873 to 1878, when plans about the suspension of rupee coinage 
and the introduction of a gold currency were discussed; (2) 1878 to 
1892, the year of the caUing of the Brussels International Monetary 

Conference, during which efforts were made to secure an interna- 

Uonal bimetallic agreement and (3) 1892 to the closing of Indian 

mntstofree coinage, when hopes relating to the restoration of 
bimetallism had melted away. 

(5) When the rehabiUtation of silver by an agreement among 
nation appeared to be unattainable, mainly owing to the apathy and 
hostihfy of the British government, the Government of Ind^a, whose 
financial position was becoming almost desperate, at last proposed in a 

f free 

i Sliver and to make arrangements for the introduction of a 

gold standard. In a telegram to the Secretary of State, of 22 nd 
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January, 1895, the Government of India further explained their 
proposal by saying that they would issue a notification declaring 
that English gold coins would be legal tender in India at a rate of 
not less than 18d. per rupee and that an interval of time should 
elapse between the mints being closed and any attempt being made 
to coin gold in India. The hands of the government had been 
strengthened by a powerful agitation that was carried on in India 
under the auspices of the Currency Reform Association led by Mr. 
J. Mackay (now Lord Inchcape) in favour of currency reform on the 
above lines, though there was a large body of opinion in the country 
opposed to the proposed change. 

172. Herschell eommittee:— (6) The Secretary of State 
for India referred the proposal to a committee presided over by 
Lord Herschell, which examined a number of other schemes urged 
as remedies for the prevailing currency trouble, and reported in 
favour of the suggestions of the Indian government with slight 
modifications. The Committee recommended that though the mints 
were to be closed to free coinage, they were to be used for coining 
rupees in exchange for gold at the rate of 1 6d.to the rupee, and gold 
was to be received at the public treasuries in payment of public dues 
at the same rate. These provisions were intended to render the transi- 
tion in the development of the currency system smooth and as free 
from sudden disturbance as possible. The Committee could find no 
alternative to the closing of the mints for freeing the Indian govern- 
ment from its financial difficulties. In accordance with the recom- 
mendations of the Committee, Act No. VIII of 1893 was passed 
providing for the closing of the Indian mints to the “free coinage" 
of both gold and silver, however, reserving power to government to 
com rupees on its own account. By notifications arrangements 

were made for the receipt of gold at the Indian mints in exchange 

for rupees at a rate of I6d. per rupee. When the question was 
raised in 1897 whether the Indian government would join FraliM 
and the United States of America in following a common policy of 
free coinage of silver and gold at a ratio of 1 5^ to 1, that government 
recorded the decid^ opinion that it would be unwise to do so in view 
of the stability which the Indian currency and exchange system had 
been steadily attaining after a great deal of uncertainty and trouble. 

The basic idea of the proposal to close the mints had been to 
raise the gold value of the rupee by stopping the increase in its 
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circulation so as to restrict the supply in relation to the demand,* 
As the quantity of the silver coins available for payments ceased to 
grow, it was thought the purchasing power of the rupee would rise. 
In selling rupee drafts on the Government of India to draw funds 
for the home charges, the Secretary of State had to face the competi- 
tion of bankers and merchants, who could always remit money to 
this country by adopting the alternative method of exporting silver 
and having it coined at the mints here. The price of silver in the 
London market set the lower limit to the gold value of the rupee, 
that is to say, the exchange, and as the white metal steadily de- 
preciated, the Indian exchange declined in sympathy. If one of the 
two sources of the supply of rupees was cut off by the closing of the 
mints, competition would disappear and the lower limit of the gold 
value of the rupee would rise; and if gold was imported, it would be 
exclmnged for rupees only at a high fixed rate, which was the 
manmum limit of the value of the rupee. It is necessary to notice 
an important point here. It was always assumed that the price of 
sdver and the rupee exchange were depressed by Germany's de- 
monetisation of silver and the large influx of that metal into India on 
U^ea^unt. As a matter of fact, as was indicated in Goschen’s 
Sliver Committee report of 1 876, this result was brought about chiefly 
^ the large sales of rupees, effected through government bills by the 
^cretmy of State, which took the place of private imports of silver, 
ihis cucumstance also accounts for the steadiness of prices in India. 
InCTe^ed supply of government bills superceded the flow of silver to 
India to an appreciable extent and contributed to the fall in the price 

thP Secretary of State for India appointed 

the Fowler Committee in 1 898 to consider and report upon ^certain 

pro^s wWch the Government of India had made with^he object 
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though the government will receive it in the payment of public 
dues ; (2) tliat the rupee remains by law the only coin in which 
other than small payments can be made ; but (3) that the Indian 
government has declared ( until further notice ) a rate at which 
rupees can be purcliased for gold coin or bullion — such rate serving 
to determine the maximum limit to which the sterling exchange can 
rise under present arrangements.’ 

The rate of exchange adopted on the recommendation of the 
Herschell Committee, had been only tentative and it was to bo 
definitely fixed in the light of experience. Owing to the above 
mentioned causes, the rate of exchange had slowly mounted up. 
The average rate was 14*5 d. in 1893, 13T d. in 1894, 13*6 in 
1895, 14*4 in 1896, 15.4 in 1897 and 15*9 in 1898, But uncer- 
tainty about the future still hung over trade and banking, and it was 
felt that the time had come for putting an end to the period of 
transition. The Indian government, therefore, proposed to create a 
gold reser\’e by borrowing, to withdraw from circulation and melt 
down rupees so as to raise the value of the rupee to 16 d. and to 
add to tlie gold reserve by the sale of bullion obtained by 
melting rupees, all these suggestions being designed to promote 
the establishment of an elTcctive gold standard. The hands of 
government were, in this manner, forced and it hud now to 
accept a policy which it had long refused to favour. Losses 
involved in sterling rcmittinces and caused by the contiiuious 
fall in the gold value of silver and of the silver rupee, were tlie 
determining factor in the currency and exchange situation. Widely 
divergent opinons were held as to the wisdom and the justice of the 
policy adopted in 1893, and the several interests concerned, looked 
at the question from different points of view. The British Treasury, 
to whom such questions were, as a rule, referred by the Secretary 
of State on the receipt of proposals from the Indian government, 
consistent!}' set its face, in 1879 and in 1886, against tampering 
with the India currency and making it artificial. It was pointed out 
that wlratever relief would be secured by government as a result of 
such measures, would be at the expense of the Indian taxpayer. 
This attitude deserves to be noted in view of the later controversies 
relating to a change of ratio to a liigher level. Exporters of Indian 


1 K«port oi the Fowler Committee. 
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produce like the tea planters were opposed to the cliange, while im- 
porters of foreign goods supported it as they would benefit by it. 
Public opinion in India had been opposed to the policy of 1 893 ; and 
all interference with the country’s currency had been deprecated as 
unnecessary and harmful. 


173. Fowler 6omtnittee: — (7) The problem of Indian 
currency and exchange had been debated for nearly forty years ; nor 
is it regarded as solved even now. But in 1 898 government had to 
make up its mind as to what system it would finally adopt. On the 
one hand, (1) the need of stability of exchange as a condition of 
smooth and prosperous trade, (2) the necessity of preventing the 
losses which a falling rupee entailed on government, and (3) the 
utility of establishing the same standard as prevailed in England and 
other countries with which India’s trade chiefly lay, were urged in 
favour of the adoption of a gold standard and in justification of the 
closing of mints to the free coinage of silver. It was pointed out, on 
the other hand, (1) that silver monometallism was the best policy for 
India as it had worked satisfactorily on the whole, and prices had 
remained steady under it, (2) that government’s exchange difficulty 
could be met by retrencliment and economy and the systematic 
curtailment of India’s gold obligations e. g. home cliarges, (3) that a 
falling exchange had stimulated trade and promoted prosperity and 
(4) that an artificial currency system was undesirable, especially be- 

rause it meant the transference of the loss of the administration 
indirectly to the shoulders of the people. 


AU these conflicting views were placed by witnesses before the 
Fowler Committee which had to decide whether India should revert 
to the old system or follow up the arrangements initiated in 1 893, as 

weU as to examine the Indian government’s scheme and to recom- 
mend a ^tisfactory method of stabUizing the exchange value of the 

careful conaidera- 

Uoa of the divergent opinions submitted to it, the Committee 
decided Itself uneqmvocaUy in favour of the effective estabUsh- 
ment of a gold standard to be accompanied, of course, by a 
gold currency,! the BriUsh sovereign being declare d a legal teLer 

r.. „.„„d .1... t.iX 
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along with the rupee at the rate of 1 sovereign = 1 5 rupees. The 
Indian mints were “to be tlirown open to the unrestricted coinage 
of gold on terms and conditions such as govern the three Australian 
branches of the Royal Mint." The restrictive legislation of 1893 
and other causes had pushed up the gold price of the rupee and, 
therefore, the exchange to I6d., a rate at which the Committee 
stated that it should be finally and legally fixed. The rupee now 
became a token coin as its face value would be higher tlian its value 
as silver metal, but the Committee could not recommend the imposi- 
tion of a limit on the amount for which rupees should constitute a 
legal tender.' Token coins are usually subsidiary coins and vice 
versa, but their legal tender character need not necessarily be res- 
tricted to a particular amount. The profit on the coinage of rupees, 
which was to be undertaken when the proportion of gold in the 
currency exceeded the demand, was to be accumulated in a special 
reserve fund. This profit would represent the difference between 
the intrinsic metallic value of the rupee and its artificial value. 
These rwommendalions were accepted in their entirety by the Indian 
authorities, and steps were immediately taken to carry them out. It 
is necessary to realize that the Fowler Committee's complete scheme 
not only provided that the gold standard of India should be a 
quantity of gold equivalent to one-fifteenth part of a sovereign, that 
is, about 7^ grains of the yellow metal but contemplated that this 
equivalent of the rupee, the Indian unit of value, in gold, should 
be maintained by means of a free gold mint, reciprocal convertibility 
of internal currency and gold coins and the automatic expansion and 
contraction of monetary circulation within the country. As gold 
currency was to be the regulator of values, this may be characterized 
as the “gold currency" standard as distinguished from the “gold 
exchange” and “gold buUion" standards. 


T of course, rejected the Government of 

In^ g proposal regarding the melting of rupees and constituting a 

gold reserve out of borrowings. But the most important schemes 
subrmtted to it were the Lindsay and Probyn schemes which have 
special interest, m particular, the proposals of Mr. Lindsay, because 


to the ■overtiL standard, rupees would be token coins, inbsidiar? 

Sod oonstitule a legal tender; 

indeed, for some time to come, no such limitation can be oontemplated.’*-Report 
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they formed the basis and the inspiration for the gold exchange 
standard which was ultimately evolved out of the Fowler Committee's 
recommendations in favour of a gold standard accompanied by a 
gold currency. The essence of the Lindsay plan was the constitu- 
tion of a gold reserve fund to be located in gold in London and 
another to be held in rupees in India out of which drafts, to be sold 
either way by government, were to be met. The drafts were to be 
offered at rates just below and above the gold import and export 
points to obviate the remittance of gold to and from India. As 
government rates would be cheaper, the trade would not care to 
make actual remittances of gold either way ; and exchange could 
thus be stabilised by the action of government. Gold was to be 
used, under this system, not for internal currency but only for set- 
tling India’s balance of foreign indebtedness when necessary. The 
plan proposed by Mr. Lesley Probyn was also intended to do away 
with the necessity of a gold currency. He would issue a gold note 
of Rs. 10,000 denomination and keep the gold reserve in India. 
The gold was not to be coined but was to remain in the form of bars.* 
The Fowler Committee approved of neither scheme and held t hat 
the habit of hoarding does not present such practical difficulties as 
to justify a permanent refusal to allow India to possess the normal 
accompaniment of a gold standard, namely, a gold currency, ” 

17^1. Opposition to Ohange of Standard;— It may be 

generally observed that, in view of the serious lapses committed in 
this matter in later years, the currency policy recommended by the 
Fowler Committee ^s been admitted, on the whole, to have been a 
sound policy, though the steps which led to it were partly the result 
of a panic, partly of helpless drifting and partly of concentration of 
attention only on one aspect of the problem viz. government's 
financial embarrassment caused by a falling exchange and the loss 
incurred by those who had to make remittances abroad. It is inter- 
esting to recall the strong views expressed by financial experts and 
high government officials before 1893 against any tampering with 
the Indian silver standard. These opinions have a special value on 
a^unt of the source from which they proceeded, and can not be 

discounted as the idle and ignorant effusions of the ultra nationalism 
of Indian critics. 


in view of the prinolpla uDdetlyin* 

•sow H a? ^ Oommistlon as the bails of 

gold bolUpn standard proposed bj It and approved by the Indian government. 
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Mr. R. Hardy, Treasurer and Secretary, Bank of Bengal, stated 
in a memorandum, dated 22nd May, 1886;— » In conclusion, I 
would observe tliat the whole position of India, as a nation, in 
regard to the silver question, nwy be stated broadly as follows 
The foreign trade of India consists of exports of merchandise : the 
exports pay not only for India's gold obligations abroad, but for her 
imports of merchandise as well, and a balance always remains in her 
favour. Tills balance she takes in silver. If silver is cheap she 
gets more of the metal than she would get if it were not so cheap, 
and I hold that it is most to her advaatage to get more than less 
silver. It, moreover, appears obvious tliat the pressure of the gold 
payments upon India as a whole, depends not upon the price of silver, 
but upon the gold prices realised for the merchandise exported to 
meet such gold payments. That the Government is in the position 
of receiving its revenue in silver, it may be asserted, does not affect 
that, the national aspect of the question, and in my view it is there- 
fore, clearly the duty of Government to meet any financial necessity 
arising from a fall in the excliange, cither by increasing taxation or 
by reducing expenditure, or by both. To attempt to meet the 
difficulty by taking the extreme measure of changing the standard of 
value is, I think, out of the question, and I express this view, hold- 
ing the opinion that the value of silver will probably yet fall consi- 
derably. 


1 See Selection from Papers relating to the Introduction of a Gold Currency 
in India, pages 433 to 460. Referring to Lieutenant-General Straohey's proposal 
to give India a gold standard without a gold coinage, provision being made for 
the expansion of the currency to meet requirements of trade, Mr. J. Westland, 

Controller and Auditor General, and afterwards Finance Member. Government of 
India, wrote in 1886:—'' I am inclined rather to say that greater facility In meet- 
ing its home obligations is the on/y interest that India has in a gold standard- 
and ifasilver standard is better with respect to all its other relations and con- 
cerns. I oan not concede that the question oonneoted with Its home obligations is 
of such tremendous Importance as to overwhelm all others. The faot that our 
European ofiBcials, regarding our oonneotioo with India as only temporary, look 
to the gold standard of the country, where we ultimately Intend to live as prefer- 
able, for out own purposes, to the silver standard of the country where we earn 
our living, is somewhat apt to ioorease in our eyes the importance of remittance 
from India to England. But if we want to stay in India all our lives, and our 
children after us, as the definite majority of people dwelling in India do. I doubt 
If we wculd look upon a manifestly appreoiating standard as more desirable than 

on. which has baen fairly steady in the past, so fat as absolute value oao be 
measured ” 
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This was broadly the national point of view urged in favour of 
the maintenance of the status quo ; and the interests of the people 
of India on the one hand and those of the government and Europeans 
on the other, came to be placed in glaring opposition. There was a 
large body of people in India holding similar opinions.' And they 
contended that (1) the exchange difficulty could have been and ought 
to liave been met by economy and a reduction in the gold 
obligations of government ; (2) it was not necessary to alter the 
standard of value as an artificial increase in the value of the rupee 
was only another method of imposing additional taxation upon the 
people in an indirect way; (3) that there was no room for the 
reduction of expenditure was not believed by the public which 
was pressing for economy and for justice being done to India in 
the matter of financial burdens ; (4) the plea tliat the limits of taxa- 
tion had been reached was not also accepted as government was not 
prepared to impose import duties on British piece goods for fear of 
Lancashire opposition.® The argument that a falling and low ex- 
change stimulated exports and promoted India’s prosperity, ought 
not indeed to be carried too far because a country soon adjusts itself 
to a low rate and exchange can not go on falling indefinitely. But 
as Prof. Kemmerer concludes, ‘the actual development of the mer- 
chandise import and export trade, therefore, during the twentv 
years prior to the Herschell Committee’s Report, had hardly been 
such as to justify a strong condemnation of the silver standard. 
And for years, the gold prices of India’s chief imports had been 
declining more rapidly than the gold value of the rupee, and India 

had been actually receiving from Europe larger quantities of these 
goods on the average per rupee. 


1 Sfle Appendices to the Report of the Fowler Committoe. pages 47 to 65. 

Government of India. Department of 

IndU Government of 

India, held identical views and maintained The loss of uain 

India, as diatingulshed from the Government of India in resnoot of h«r 

nent gold obligations, depends entirely on the gold prices wMoh she can obSn 

for her exports. No manipulation of the Indian ourrenov can no«sKi, w ? 

the gold prices of Indian exports and therefore olneraf Coho -I ^ 

co«ldinnoc.««i,ea.,reli,..oladla a. a 

have on the Onanoial position of Government. Just as mnoh aq n 

tiined, jnit lo much must the Ipdian people lose. ” ovarnment 

3 Modern Currency Reforms, page 28. 
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175. Prom Gold to Gold ExchcinQe; — (8) The financial 
embarrassments of government, the inconvenience and loss suffered 
by non-oflScial and official Europeans and the ease with which the 
deficit of the national exchequer could be made good by taking money 
from the pockets of Indian producers and exporters, however, proved 
irresistible arguments in favour of the adoption of the suggestion to 
make the rupees token coins and by controlling their supply, to raise 
their exchange value to 1 6d. per rupee. Five years’ experience of the 
steiidily rising rupee and the growing conviction that it could be 
successfully fixed in the neighbourhood of 16 d„ appeared to justify 
the wisdom of the policy initiated in 1 893 and to weaken the force 
of the objections which had been raised against it. In 1899, the 
government, therefore, gave up its attitude of hesitancy and boldly 
embarked upon a policy of a gold standard to be ultimately accom- 
panied by a gold currency. (1) Sovereigns and half-sovereigns were 
made legal tender; (2) active steps were taken to open a mint for 
the coinage of gold in India, though the scheme was dropped in 1 902, 
to be revived only ten years later; (3) profits on the coinage of 
rupees were being accumulated in a special gold reserve to be used 
for the support of exchange ; and (4) efforts were made to induce 
people to use sovereigns as a medium of circulation. What was 
tentatively adopted in 1 893, was now finally accepted as a funda- 
mental principle of the Indian currency system, and the first steps 
towards the goal of a gold standard and a gold currency,' were 
deliberately and firmly taken. But very soon government policy 
began to drift, the ideal recommended by the Fowler Committee was 
put out of sight, and India came to have a gold exchange standard 
instead of a genuine gold standard 1 And all this while, Great 
Britain and other Western nations continued to possess the full- 
fledged gold currency standard. 


1 It 16 indeed not oBsential for the gold standard that there should be a gold 
currency in active oirculatioo, bnt it does require tbat mints should be open to 
the free ooioage of gold alone and tbat tbeconrertibility of goldooins into other 
money should not be obligatory while the oooTertibility of the latter into gold» 
should be ensured* In a minute quoted by the Fowler Commission^ Sir Dayid 
Barbour supported the introduction of the gold standard in India and referred to 
the example of France and other oountries, as showing that it is possible to haye 
a gold standard^ though a large percentage of the oiroulation consists of oyeryalu* 
ed siUer coins, which are legal tender to any amount* He proposed the limita- 

lion oi the number of silyer ooini and the prorUion for their conyersion into gold 
coins. 
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Government (1 ) started with abandoning the silver standard by 
closing the mints to the free coinage of rupess with the view to raise 
the sterling value of the rupee, and for six years the Indian currency 
system was without any standard. (2) When success had been 
achieved in raising the exchange value of the rupee, government 
initiated (what was all along at the back of its mind) the gold 
standard with all the will in the world to make it effective. (3) But 
it was soon discovered that it was possible to keep the rupee per- 
manently linked to gold only by ensuring the convertibility into 
sterling of that portion of rupee circulation which had to be remitted 
abroad for foreign payments, by the maintenance of a gold reserve. 
The prevailing idea about the close of the last century and the first 
few years of this, obviously was to alter the guage of the Indian 
currency system and to link it up to the gold standard systems of 
other countries with which India’s foreign trade was mainly connect- 
ed. The break of guage involved in India's having a silver standard, 
it was believed, hampered trade and caused a great deal of inconveni- 
ence to this country as well as to others. India was, thereforei to 
develop a gold standard system like the one prevailing in England 
and imitated elsewhere. The legislation of 1 899 and the measures 
taken in consequence of its underlying motive, were admittedly in- 
tended to carry out the object stated above. 

(9) “ But government departed in several important particulars 
from the lines of policy laid down by the Fowler Committee. The 
investment of the Gold Standard Reserve in securities in London, the 
dropping of the scheme for a gold mint in India, the practice of sell- 
ing Council drafts at something below gold point against the 
Currency Reserve, the establishment of the silver branch of the Gold 
Standard Reserve, the diversion in 1 907 of money from that Reserve 
for capital expenditure and its use in 1 908 for meeting drafts sold by 
government in India on London to private traders, are all examples 
of divergence from the scheme adumbrated by the Committee. The 
actually in operation in 1913 had accordingly never been 
deliberately adopted as a consistent whole, nor do the authorities 
themselves appe^ always to have had a clear notion of the final 
objert to be attained. To a great extent this system is the result of 
a senes of experiments."* Those connected with and interested In 

^ ; 

I B«*OhambMUinOottniUiIotfi»«por*,pBg,u. 
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the management of the currency and exchange system of India 
seemed to argue to themselves : "What is, after all, a successful 
currency system ? That which ensures a stable exchange value of 
the internal currency viz. the rupee. Other things are of subsidiary 
importance, and discussion about gold in circulation, a gold mint, the 
gold reserve, issue of rupees and so forth, is merely of academie 
interest.” 

Gold Exchange Standard: — (10) The goal of a gold 
standard, accompanied by a gold currency, recommended by the 
Fowler Committee and accepted by the Indian government, grew 
dimmer and dimmer from the view of the authorities who 
managed the Indian system ; and in a few years they made 
the pleasing discovery that tliey liad, unconsciously as it were, 
established in this country a scienti6caUy perfect and practi- 
cally faultless system of currency and exchange, rightly or wrongly 
called the ‘ gold exchange standard. ’ Under that system, gold ii 
the nominal standard of value, and though gold coins, viz. the 
sovereigns jire legal tender, they do not form an essential feature of 
the system.* The principal currency is the token silver rupee which 
is unlimited legal tender and which there is no obligation on the 
part of the State to redeem in the standard metal viz. gold. The 
relation of the rupee to gold is fixed independently of its intrinsic 
worth as silver, and the coin is just a note printed on a disc of silver 
but not legally redeemable in gold. Currency notes are encashable 
only in token rupees. The obligation of government is restricted 
to giving token rupees for gold at the statutory rate so as to fix the 
upper limit of exchange and to provide gold or rather sterling drafts 
only when the exchange value of the rupee, artificially fixed 
at a high level, goes below the gold export point thus limiting 
the minimum value of the internal money. The gold standard 
reserve located in London is the fund built out of profits on rupee 
coinage, arising from the dilferencc between its face and metallic 
values, and is the fund out of which the sterling drafts sold to the 
public are paid. Gold, not in circulation or open to free coinage but 
for use in effecting necessary foreign exchange is the standard of 
value and therefore the system is called the system of the "gold ex- 
change standard." 


1 Oompar« tbt Lindiftjr iohemt t«f«cr«d to mboTo. 
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Seroml eminent .conomists like Professors' Keynes 
ing and high Indian officials regard the esichange standard as a 
perfect sysWm of currency, and the Indian discovery of a 
efficient system has been imitated in such countries as the Phihp 
pines, Straits Settlements, Porto Rico, Argentine and ^ 

tried for a time in Austria, and it is stated that the s; s m p 
in practice, if not in theory, in countries like Japan. Ihe 
standard system, it is said, economises gold by dispensing mt 
its use for internal circulation and by satisfying currency needs with 
silver and paper money based upon gold which becomes international 
currency and which is made available when required for remittance 
abroad. In gold standard countries like England, it is urged, gold 
coins form but an infinitesimal part of the money m circulation 
which consists of cheques and notes. The Indian system is, t lerc- 
fore, described as ‘an improved gold standard’ which will come mo 
and more into favour as its utility is better appreciated; and in fact, 
it is regarded as an ideal currency system for nations to adopt, ih© 

ChamberlainCoramissionof 1913, which was appointed to ermine 

and report upon the many severe criticisms which had beeii 
upon the policy into which the Indian government had drifted, had 
nothing but commendation for the excliange standard system as it 
had come to be evolved in India. It summed up its view thus:- 
“Our view is that India neither demands nor requires gold coins to 
any considerable extent for purposes of circulation (as opposed 
to saving or hoarding), that the most generally suitable media 
of internal circulation in India are at present rupees and notes, 
and that the government should, as opportunity may offer, encour- 
age notes, while providing— and this is the cardinal feature of the 
whole system — absolute security for the convertibility into sterling 
<)f so much of the internal currency as may at any moment be 
;required for the settlement of India's external obligations. 


177. ©riticism The above view of the supporters of the 
■exchange standard would strike one as theoretically sound and practi- 
‘cally reasonable. It will be generally agreed that economy of the 


1 SeealgoG. F. Knapp:Sfa<« rAwryo/ifon«y aud Bortraml Kogaro: La 
.ifonnaie, 

Z Chamberlaio Commiaalon’a Raport, page 20. 
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precious metals, chiefly on account of the inadequate iupplj 
of gold, is a desirable thing and that the waste of the yellow metal, 
involved in the circulation of gold coins, ought to be prevented as 
far as practicable. But we can not endorse the statement that the 
exchange standard is an ideal standard that can be adopted with 
advantage in all conditions ; and it is objectionable particularly 
when it is imposed on a country not by the force of economic and so- 
cial developments but by external pressure and authority. It is some 
comfort to note that the Hilton Young Commission has exposed the 
defects of the exchange standard in no uncertain terms though it 
has not favoured the full gold standard. A country's currency must 
be legally convertible into the standard metal ; otherwise it loses 
one of its essential characteristics. The exchange standard is 
unautomatic ; and though it provides for the expansion and contrac- 
tion of currency according to public needs, these operations are not 
aatifactorily performed. Under that standard there is always th^ 
risk of too much fiduciary and token currency being issued and the 
provision for its conversion into gold for foreign payments proving 
inadequate. It is well suited to the conditions of a country which 
can not command an adequate supply of gold and has an adverse 
trade balance. It is not correct to say, without taking all circum- 
stances into account, that the Indian currency system, based upon 
the exchange standard has worked more satisfactorily than the gold 
standard and stood the shock and stress of the last war better than 
the gold standard in other countries. As we shall presentl)* show, that 
standard hopelessly broke down in spite of desperate'efforts to bolster 
it up. These last entailed heavy losses upon the country and threw 
into glaring relief the dangers of a ' managed ’ currency system. In 
his masterly note of dissent appended to the Chamberlain Commis- 
sion s report, Sir James Begbie has disposed of the objections taken 
to the adoption in India of a true gold standard, accompanied by 
gold coins in circulation, as was recommended by the Fowler 
Committee. The Hilton Young Commission also has shown why iii 
the peculiar conditions of India — illiteracy, absence of the banking 
habit and so forth — the public must be able to see and feel the 
actual connection between silver and paper money and gold. 

Financiers and others interested in trade and industries in other 
countries are alarmed at the large alleged absorption of gold in India 
and would like that the stream of the yellow metal flowing to this, 
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country ihould be blocked, restricted anddiverted into other channelt. 
And they have received support at the hands of economic theorists. 
Imports of gold into India are, however, only the price paid by 
foreign nations for a part of Indian exports, and the currency system 
of India can not be developed to suit their convenience and interests 
though this country is obviously interested in the financial rehabili- 
tation, stability and progress of the world. There was a time in the 
first decade of this century, when the supplies of gold were large and 
prices rose higli in the West and when Indian absorption of that 
metal was a relief to European bankers and industrialists. But the 
position having been radically altered by the War, they have now 
been singing a different tune. A return to the gold standard which 


appeared at one time to be hopeless in many countries, has been 
slowly and laboriously brought about in most of them, and the gold 
exchange standard was generally regarded, where it was unavoid- 
able, .as a transitional stage and jumping off ground before the full 
gold standard was reached again. Monetary theory and practice have 
indeed travelled a great deal since John Stuart Mill expressed the ^^ew 


that money is a commodity like other commodities. National monies, 
though founded on gold, find a narrow metallic basis quite adequate, 
and currencies actually in use consist, for the most part, of paper, 
gold being kept in a central reserve for the liquidation of the balance 
of foreign trade. If nations could come to an agreement, it is not 
theoretically impossible to substitute an international paper money 
for gold and relegate the yellow metal entirely to purposes of art. 
But even the most zealous theorists and makers of monetary schemes, 
recognize that practical considerations require a gold basis for na- 
tional currencies. Monetary practice lias come into accord with 
economic theory owing to dire necessity and not to reasoned con- 
virtion. The enormous issues of paper money, which were practi- 
ca ly inconvertible, and the huge national debts of the countries of 

thl obstacles to the restoration of 

the gold standard. The U. S. A. has to-day hundreds of orores worth 

heLfit r R® ® sntaU quanUties for the 

™ °f gold is, therefore, one of the 

tb^t nreTf international co-opera- 

tion >s preached in that regard. The Genoa Conference, for instance 

international money in’ 

uX*\he f of rvhat was, in effect; something 

pot unhke the exchange standard in tt,e countries oining th! 
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scheme.' But it is possible that the fears entertained about the 
paucity of gold for the use of the world's currency systems may turn 
out to be exaggerated and that nations will settle down to a gold 
standard as before the War. It is not wise, in the circumstances, to 
stampede India into the adoption of fancy monetary standards. 
The following figures show the world production of gold and India’s 
net imports of that metal for a scries of years ; — 


(A) 

World's gold Production. 


(In millions of £ at 84 5 

1 d. per fine 

ounce ). 


1915 

96-5 

1921 


67-5 

1916 

*53-3 

1922 


6 6 ' 5 

1917 

86-6 

1923 


76-9 

1918 

78-5 

1924 


81*8 

1919 

... ... 74-5 

1925 


32-9 

19?0 

68*6 

1926 


82-9 


1927 

... 81-S. 




(B) 




India's net gold Imports, 




(In crorcs 

of Rupees ) 




1900-01 to 1904-05 


6-2 



1905-06 to 1909-10 


li-7 



1910-11 to 1914-15 


25-5 



1915-16 to 1919-20 

• 

13*4 



1920-21 to 1924-25 


28-7 



1925-26 


34-8 



1926-27 


19-4 



1927-28 


18-1 



1928-29 

• • • • ■ • 

2 M 



1 **Tbus the task may to iDToWe great difficulties* But if tre are 
Dot prepared to abolish at oDce aod for ever the use of gold as a staodard of 
valuoi we clearly must do sotnethiDg to stabilise the value of gold, aod this is 
certainly oot possible without a ratlooal regulatioo of the moDetary demand for 
gold. In addition, we may perhaps apply other means vis. first, suitable restrlo** 
tioDs of the Industrial demand for gold; and seooodt a polioy aiming at oheoking 
tbe demand for gold from the Far East by developing Asia's needs for more use* 
f ul European producte/— Quttave Cassel. 
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If 8* Indian Gonditions:— The alleged large hoards of gold 
in India, the exaggerated view taken of the heavy imports of the 
yellow metal into the country and the adverse criticism of the hoard- 
ing habits of the people, have been referred to in a preceding 
chapter. The fact that western countries also are not free from the 
habit of hoarding was brought out by the quantities of sovereigns 
and other gold coins which emerged from unexpected quarters for 
investment in war loans' and may be seen from the growing use of 
gold in the arts. The point is that the position in India should 
neither be exaggerated nor minimised. It is stated that the people 
here do not want a gold currency for circulation and therefore as 
money, and that if it is pressed on them, , the coin will either be 
hoarded or melted for jewellery. The net gold imports of India are 
about one-sixth of the total world production of the metal. But it 
should not be forgotten that tliis quantity is intended to satisfy the 
needs of thirty-one crores of human beings and that the Indian 
population bears the same ratio to the total world population. It is 
betides doubtful if the exchange or the bullion standard is an ofti- 
cacious remedy for the alleged hoarding by the Indian people. 

Gold and silver liave been preferred by mankind for the material 
of their currencies for certain rare qualities they possess, and gold 
in particular, has a certain fascination for man. That the precious 
metals are used both in arts and for currency purposes, is perhaps 
unfortunate in view of their limited supply. And we support the 
gold standard in opposition to the exchange or the bullion standard 
for practical reasons and not because of mere sentiment or the 
glamour of gold. The use of paper money must admittedly be 
encouraged as a more economical instrument of exchange, but in 
India it hat its limits. If there is no sufficient gold to go round in 
the countries of the world and if a disastrous fall of prices is appre- 
hended as a result of the universal use of gold for currency 
purposes,— assumptions not warranted by experience — they must 
devise some suitable system by agreement among themselves and 
adopt bimetallism, for instance. But India can not be expected 
to work a novel and artificial system which its people can not 
understand and appreciate and to be satisfied with an exchange 


1 CommUtaw of palrioMopaopU in England, during war tlma. auooaadad 
In natartUBf amaU and leattorcd traainrai of lOToroigns from vUlagat. 
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standard because it is inconvenient to other nations to allow her 
to have the gold standard and because the exchange standard is 
acceptable to the Philippines and the Straits Settlements or to certain 
European nations in their present financial embarrassment. We 
agree with Prof. Nicholson in thinking that it is an inferior standard 
which suffers from serious drawbacks and, in fact, is not a standard 
at all.* 

Conditions in India in this respect are different from those 
prevalent in other countries which liave a gold exchange standard. 
(^1) Here the annual gold absorption is bound to continue on the 
present scale, for years, and the production of the yellow metal iu 
Indian mines is four to five crores a year. (2) The balance of trade 
is normally favourable to this country, and fully covers the payments 
which we have to make in England ; and occasions when gold may 
he required for foreign remittance, are rare. (3) India is a debtor 
country, but her annual credits represented by excess exports, arc 
not inadequate to the demand for payments abroad. (4) The 
accumulation with the public of token rupee coins turned out of the 
Indian mints and absorbed by the people, is dangerous, and if facili- 
ties are given for the circulation of gold coins by means of a gold 
mint and otherwise, stability of exchange will be still further secured. 
(5) The tibsence of a gold mint in India and the large circulation of 
silver tokens for which government does not bind itself to give gold 
coins, are calculated to foster the hoarding habit which every one 
is anxious to discourage. (6) Sufficient attention lias not been paid 
in India, in the management of foreign exchange, to the economic iji- 
terests of the country as a whole and these luivc been subordinated to 
other considerations. The immediate interests of the State treasury, 
of the London money market and of those making remittances 
abroad, have exercised the greatest influence. (7) The rupee, which 
is the principal coin of the country, is only a note printed on silver 
and its convertibility is limited. And consequently it does not 
inspire in the public mind the same confidence tliu': a gold coin is 
calculated to do. {S) Gold coins largely circulated in India and 
were popular before the yellow metal was demonetised in the last 
century, and if the people want gold coins, there is no reason why 


1 See au artiote od the eubjeet id Tha Economic Journal, June, 1914 by 
FroL J. 9. Ififiholeoa. 
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they should not be supplied to them. (9) Sentiment and public 
confidence contribute not a little to the success of a currency system; 
and it can not be said that the Indian currency is regarded as 
satisfactory by the public and conduces to economic progress. (10) 
The blundering management of the government-controlled currency 
system has left an unfavourable impression on the public mind, and 
nothing but an automatic system will meet with approval. (11) 
Some of the latter considerations apply to the gold bullion standard 
also, as will be shown later on. 

IT9t 31 Gold Mint for India:— After the Fowler Committee 
had recommended the adoption of a gold standard and a gold cur- 
rency, the Government of India took up seriously the question of 
starting a gold mint in Bombay, and in his financial statement in 
1900, Sir Clinton Dawkins announced that every thing was ready 
for it. But all possible imaginar>' difficulties having been raised by 
the Mint authorities in London and the British Treasury, the project 
was abandoned. The enthusiasm of the government for the policy 
recommended by the Fowler Committee steadily cooled down. The 
efforts to put gold into circulation were half-hearted ; and as soon 
as the stability of exchange at a high level was attained, everything 
else which contributes to the soundness of a currency system, was 
forgotten. But public dissatsifaction with the developments during 
the first decade of this century grew with the self-complacency of 
the Government. The question of the gold mint was raised again in 
3912 by Sir Vithaldas Thackersay by moving a resolution in the 
Supreme Legislative Council, and Mr. Gokhale accorded his support 
to the suggestion that gold should be coined in the Indian mints. 
The Government of India sent a despatch to the Secretary of State, 
dated 16th May, 1912, and strongly urged the necessity of minting 
a gold coin in India. The plea put forward in the despatch is sup- 


1 Special enquiries were made before the War with regard to the oiroulatlon 
and popularity of the soTereign in the different parts of India, and Mr. Howard, 
Oonteoller ofOarrenoy, arrived at the following oonolusion:— “On the whole it may 
perhaps be fairly oonoluded from this evidence that the popularity of the sovereign 
as a medium of ordinary currency depends largely upon the extent to which it is 
made available to the cultivator by the various firms and middlemen who bay up 
his produce, and that when it is available in large quantities It Is gladly accepted 

transactions There is no doubt that some gold it 

noatded or, In other words, put aside to meet expenditure, but this is only natural.” 
«eport of the Controller of Oorrenoy for 1915-14, Appendix. 
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ported by sound reasoning, and it completely demolishes the case of 
the opponents of the proposal. The despatch examines and refutes 
the arguments (1) tluit an Indian gold coin is unnecessary, (2) that it 
will not assist the maintenance of exchange, and (3) that it will be 
too expensive ; by pointing out (-1) that a Mint would attract uncoin- 
ed gold from the hoards, thus helping to support exchange ; and ends 
by remarking (5) that the proposal for a gold coinage had beliind it 
the support of Indian public opinion. 

Lord Crewe, the Secretary of State for India, referred the pro- 
pose to the Lord Commissioners of the Treasury. They did not 
accept it, and instead, offered two alternative courses : — (1) “ That a 
branch Mint be established at Bombay solely for coinage of gold 
under the supervision of the Royal Mint and His Majesty’s Treasury; 
(2) that the control of the whole of the existing Mint at Bombay be 
taken over by His Majesty's Government, who would accept at the 
expense of India the responsibility for an establishment, producing 
not only British gold coins but also coins for circulation in India, 
that is, silver and nickel.” These proposals could not be agreed to; 
but as Lord Crewe pointed out in his reply, it was open to the Gov- 
ernment of India “to produce at one of the Indian Mints a separate 
Indian gold coin of the denomination of say Rs. 10.” The Secretary 
of State suggested that this course would be inexpensive and would 
avoid the intervention of the British authorities in India's general 
coinage operations. There was further this advantage that a gold 
coin of the denomination suggested would satisfy such currency 
requirements as are not met by the present facilities for obtaining 
sovereigns, rupees and notes. The Chamberlain Commission, how- 
ever,®holding as it did that a gold exchange standard with an actual 
currency consisting of token coins and notes, was quite enough for 
India, did not see its way to lend its support to the idea of a gold 
nunt or even of the circulation of gold as currency. But if Indian 
sentiment wanted a mint and if the government was prepared to 
incur the expense, the Commission stated, it might have a gold mint 
provided the coin to be minted was the sovereign (or the half- 
sovereign). 

The monetary stringency caused by the war, for the. time being, 
swept away all objections and forced the hands ofthe government, and 
a Royal Proclamation was issued on 21st December, 1917, directing 
that a branch of the Royal Mint be established in Bombay ^'the gold 
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coin of the same denominations, designs, weights and fineness as 
gold coins coined at that Mint may be coined at the Bombay branch 
mint, that the Manager of the Mint prepare and transmit dyes for 
the gold coins to be coined in Bombay, tliat the coins so coined be 
deemed to have been issued from the London Mint and be legal 
tender in like manner and to like extent, and that the Bombay 
Mint be regarded, for the purpose of gold coinage, as part of the 
London Mint. But this measure, taken to meet a temporary 
difficult)^ and to increase the volume of currency in circulation, had 
soon to be suspended after about 21 lakhs of raohurs and li million 
sovereigns had been coined. The Hilton Young Commission finally 
turned down the proposal of a gold mint and recommended the 
demonetization of gold. 

ISO. Goid Standard Reserve Fund:— One of the chief 
buttresses of the Indian currency system was the Gold Standard 
Reserve Fund which was created on the recommendation of the 
Fowler Committee and was to be formed out of the profits of the 
coinage of rupees. The gold thus accumulated, was to be made 
available for foreign remittances whenever the exchange fell below 
specie point. But the intention of the recommendation and the 
object of the Reserve were differently interpreted, and the soundness 
of the policy pursued by government in connection with the 
Reserve was seriously called in question. The chief questions for 
consideration regarding the Reserve were : — (1) the purpose for 
which it should be used ; (2) the form in wliich it should be held, 
that is, actual gold or securities or partly even in silver ; (3) its 
location, that is, whether it should be held in England or in India ; 
and (4) its amount, that is, whether it should be allowed to 
accumulate indefinitely and, if, not, what limit should be placed on its 
accumulation.' 

These questions were forced upon public attention by the 
experiments which were made by successive Finance Members with 
the gold reserve. Sir Edward Law perpetrated the first blunder by 
investing the reserve in England instead of keeping it in India. He 
was obsessed by the possibilities of interest, with the result that 


1 Be* Appendloes to the interim Report of tbo CheraberUin Oommission, 


512 


THE CURRENCY SYSTEM 


India had not only lost all the advantages of a liquid gold reserve 
but suffered by the loss of nearly a million sterling through the 
depreciation of securities. Another point of departure was that 
in connection with the purchases of silver for his coinage opera- 
tions, Sir Edward Baker decided to hold six crores of rupees on 
behalf of the Gold Standard Reserve in the shape of coined 
rupees. Then came the intervention of the Mackay committee. 
“ The demand for railway construction had outstripped the capacity 
of the Government of India to furnish the necessary funds. A com- 
mittee wliich sat in England under the cliairmanship of Sir James 
Mackay (Lord Inchcape), light-heartedly recommended that half the 
profits on coinage should be diverted to capiUU expenditure on rail- 
ways. A million sterling was misappropriated to this purpose before 
the universal condemnation of such a perversion of sound principle 
compelled the Secretary of State to withdraw a decision which in no 
conceivable circumstances should have been taken.” Attempts were 
likewise made to fix a limit to the accumulation of the gold reserve 
fund so that additions to it beyond the limit might be devoted to 
capital expenditure, and £25 million was, at one time, regarded as a 
safe limit. 

The first severe test to which the new currency system was 
subjected was the crisis of 1 907-08 when the balance of trade 
turned against India. Exports fell off owing to the unfavourable 
cluu’acter of the agricultural season and imports continued to pour 

in. There was consequently a heavy demand for remittance of gold 

% 

abroad, and it was stimulated by the premium upon the yellow 
metal caused by an American financial crisis coming on the top of 
a scarcity in this country. The Government of India first hesitated 
and doled out gold in small quantities. But its stock of the yellow 
metal was small and was likely to be soon exhausted. It, therefore, 
sold sterling drafts on London to the extent of :L 8 millions, which 
put a severe strain on the gold standard and currency reserves in 
London. This experience was calculated to teach a valuable lesson 
in the management of Indian currency, and similar different measures 
were resorted to when there was an adverse balance of trade soon 
after the out-break of the war and in the midst of disturbed 
conditions resulting from it. One important effect of the crisis was 
to lend support to the claim that the gold exchange standard could 
be successfully worked even under adverse conditions provided 
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govornment possessed sufficient gold assets in its reserves in London 
to liquidate an unfavourable trade balance.' 

181. The 6ommission*s Suggestions: — The Chamberlain 
Commission, which reported in 1913, was called upon to discuss all 
the points in dispute between government and its critics. The 
Secretary of State's sales of council drafts beyond his normal needs, 
the huge balances he liad accumulated, the large circulation of the 
rupee currency and the constitution and the location of the Reserves 
were among the leading question which were investigated. In fact, 
the wisdom and the beneficence of the whole currency and exchange 
system in India had been called in question and the scope of the 
investigation had to be comprehensive. With reference to the Gold 
Reserve, the points for inquiry related mainly to the questions 
whether the bulk of the Reserve should not be held in gold instead 
of in securities and in India instead of in London and whether the 
Reserve should not be used to relieve monetary stringency in this 
country instead of being locked up in England. The Commission 
thought that as the chief purpose of the Reserve was the mainten- 
ance of exchange and as the gold was wanted for payment in Lon- 
don^that financial centre was the proper place where it should be 
located. It concluded : — (1) No limit can at present be fixed to the 
amount up to which the Gold Standard Reserve should be accumulat- 
ed; (2) the profits on coinage of rupees should, for the present, 
continue to be credited exclusively to the Reserve; (3) a much larger 
proportion of the Reserve should be held in actual gold. By an 
exchange of assets between this Reserve and the Paper Currency 
Reserve, a total of about 10,000,000/ in gold can be at once secured. 
1 his total should be raised, as opportunity offers, to 1 5,000,000/, and 
thereafter the authorities should aim at keeping one half of the total 
reserve in actual gold; (4) the Indian branch of the Reserve in which 
rupees are now held should be abolished, the rupees being handed over 
to the Paper Currency Reserve in exchange for gold ; (5) the proper 
place for the location of the whole of the Reserve is London ; and (6) 
the government should definitely undertake to sell bills in India on 
London at the rate of 1 s. 3^^ d. per rupee whenever called upon to 


tin J- ‘be only oooasion 

lutherto."-Ohamberlain Commie-. 
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do SO. The consideration tliat a reserve of gold held in India will 
inspire confidence in the public mind and may be lent to Indian 
banks to the benefit of commerce and industries, as also the consi- 
deration that in a time of crisis, location of Indian gokl in London 
may cause serious inconvenience and loss, did not impress the 
Commission, which attempted logically to deduce its conclusions 
from the exchange standard principle underlying the administration 
of the Indian system of currency and excluinge ; and it endorsed 
the view held and supported the policy pursued by government with 
regard to the location of the Reserve. On the outbreak of the wiu-, 
the silver branch of the Reserve was abolished and a loan was taken 
from it temporarily to replenish the cash balances of the Govern- 
ment of India. 

The Gold Standard Reserve had become the pivot of India’s 
monetary mechanism, and the coinage of rupees regularly efTccte<.i, 
went on adding to its size along with the interest accruing upon the 
securities in which it was invested. At the end of the official 
year 1 91 6-1 7, the total of the Reserve stood at it 3T5 millions, 
more tlian it 4 million being added to it on account of the huge 
coinage of rupees the government had to undertake to replenish its 
dwindling stocks. The loan taken from the reserve was returned to it 
in the course of the year, and £25*4 millions were invested in Lon- 
don, &6 millions having been placed at short notice by the Secretary 
of State for India. The holdings in the Gold Reserve on 31st March, 
1918, were estimated at £34*31 millions and out of this, £28*31 mil- 
lion was invested in London, the remaining £c million being placed 
at short notice in the same place. There was not an ounce of this 
gold in India at the close of 1 91 7-1 8. “On March 31 st, 1 91 8, the 
total profit on coinage since 1900, was £28,843,592; the interest 
and discount, £8,074,195 and the profit by exchange, £194,966, a 
total of £37,1 12,703. Of this sum, .£1,123,656 liad been used for 
capital expenditure on railways ; the remainder has beei^ credited to 
the Reserve. The total interest and discount including the profit on 
exchange, up to March Slst, 1918, were £8,269,1 1 1 , and the total 
losses through depreciation, sale and redemption of securities, &c. 
were £1,535,606. There was thus a net profit on investments upto 
March 3lst, 1918, of £6,733,505.”* By the year 1925, the Reserve 


1 Ot Flndl^j 8hifm« Finajs## and 
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exceeded £40 million and almost the whole of it was held in 
securities in London, a substantial proportion being in British 
Treasury Bills. The interest on the investments had risen to about 
£13 million by I 924. Under the Paper Currency Act of 1920, the 
excess of the Reserve over .£40 million was used to strengthen the 
Currency Reserve and after 1 923, the interest was appropriated to 
revenue. The balance of the Gold Reserve on 3 1 st March, 1 92 9, was 
as follows : — 


In England 


Estimated value of sterling securities of the nominal 
value of £ 38,139,000 

Gold 

Cash at Bank of England 


£ 

37,844,024 

2,152,334 

3,042 


Total ... 40,000,000 

The other recommendations of the Chamberlain Commission 
will be discussed in their proper place. As indicated above, it 
placed the seal of its approval on the theory and the practice of the 
gold exchange standard whatever improvements it might have sug- 
gested in its actual management ; and in doing so, frankly stated 
that the system developed by government in India for the establish- 
ment of the exchange value of the rupee on a stable basis, liad been 
"necessarily and rightly rather supplementary to, than in all respects 
directly in pursuance of the recommendations of the committee oi 
1 898.” The stabQity of the rupee-sterling exchange — which was 
the sole preoccupation of government — having been attained, and 
the means adopted for securing the aim having been generally 
approved, the Chamberlain Commission naturally thought that “the 
time had arrived for a reconsideration of the ultimate goal of the 
Indian currency system." The fundamental difference between 
the main principle laid down by the Fowler Committee and fhe atti- 
tude of the Commission was brought out in the following observa- 
tion: — “The belief of the Commission of 1898 was that a gold 
currency inactive circulation is an essential condition of the 
maintenance of the gold standard in India, but history of the last 
fifteen yews shows that the gold standard has been firmly secured 
without this condition." The Commission added; — “It would not 
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be to India’s advantage to encourage an increased use of gold in the 
internal circulation. The people of India neither desire nor need 
any considerable amount of gold for circulation as currency, and the 
currency most generally suitable for the internal needs of India 
consists of rupees and notes.” While holding that “it would not. be 
to India’s ad\^ntage to encourage an increased use of gold in the 
internal circulation,” it recommended that “the Government should 
continue to aim at gi\nng the people the form of currency which 
they demand, whether rupees, notes or gold, but the use of notes 
should be encouraged.” 

182 . Comment and Conclusion;— The assumptions of the 
Chamberlain Commission that the Government of India had given 
the people what currency they wanted and that there was no 
popular demand for gold in circulation were not founded on facts. 
A gold currency as an accompaniment of the gold standard has 
never been given a fiir trial, and the circumstance that in any event 
large quantities of rupees are needed by the mass of the population 
for daily transactions, proves nothing because gold coins are not 
expected by any body to supplant the silver currency. The ver>’ 
inconvertibility of the silver (rupees) and paper notes into gold must 
prevent the use of sovereigns as currency and the latter are bound 
to be used, to a great extent, for melting and hoarding. The public 
looks at the rupee and the paper currency with distrust, and no 
monetary reform is possible until confidence is restored by the 
introduction of convertibility of the currency into the standard metal. 
It is pertinent to point out that gold has been e.xtensively imported 
into India in spite of the exchirnge standard and that it is unwise to 
encourage the bulk of it to go into private hoards rather than induce 
the public to use it partly for monetary and industrial improvement. 
If the Indian public prefers rupees to gold coins in active circulation 
it is in the same position as the people in countries having the gold 
standard, and there is no apparent reason why the former should be 
denied a monetary system which prevails there. 

The Commission appears to have unconsciously placed itself in 
a dilemma. If people do not desire gold for purposes of currency, 
as it declares, there is no harm in making the fiduciary money con- 
vertible as there would be no waste involved and the policy would, 
on the contrary, prove helpful. If the public does want a gold 
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currency, the Commission emphatically aslcs government to provide 
the public with what it requires. But vd[\ not gold in central 
reserves be more useful in maintaining the stability of exchange when 
the trade balance is adverse than gold coins in the pockets of tlie 
people ? The answer is that the gold in circulation will be in addi- 
tion to what will be kept in the reserves and is not to replace it and 
will thus make the exchange position stronger.* The gold reserves 
themselves will be ampler if the paper currency is made convertible in 
gold and the rupee is limited legal tender. The use ofgold as currency 
can not but be on a small scale. It will not be used for large pay- 
ments, notes being more convenient for the purpose; and for small 

payments, rupees will be found more suitable. It is the predomin- 
ant position which has been accorded to the rupee as a legal tender 
to an unlimited amount and the refusal of the government to make 
notes convertible in the standard metal and to accord to gold its 
legitimate status, that is the real obstacle to progress. It is needless 
to repeat that the analogy of other countries which have adopted 
the exchange standard, either fully or partially, does not apply to the 
peculiar conditions of India, and the last support of the fabric reared 
by the arguments of the Chamberlain Commission falls to the ground 
when It IS stated that the 'managed' currency has been far from 
automatic and conducive to economic development. If the exchange 
standard were the ideal standard it is claimed to be, European couL 
nes would not be in such a hurry to run away from it. It is 

stand^d stepping stone to the true gold 

standard, and the restoration of the latter is eagerly sought where 

,o,<. ”, 


n “f “ monetary standard without gold as 

K 1 gold lying m the vaults of the leading central 

banks of the world, evolved by economists^ desirous of provTdlLg 
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for an assured stability of prices and of overcoming the difficulties 
caused by the use of the precious metals in currency systems, still lie 
in the dim disbmee as desirable ideals. In the world, as wc have 
it to-day, gold will continue to occupy a commanding position in pub- 
lic estimation for currency and banking systems.' Before the War, 
nearly one-third of the world’s gold production used to be employed 
iu the arts, and the share of Western nations in this non-monetary 
use of gold was not small, Germany, England, U. S. A. and France 
each diverting annually from five to nine crorcs worth of gold for 
these industrial purposes®. Indian consumption of gold is, therefore, 
nothing exceptional, and the outcry against it, is meaningless. 
Though it is not easy to forecast the future of gold production, there 
is no reason to believe that there will be an inconvenient shortage 
in the available supply. Nor is there any scientific basis for 
the opinion that a gold exchange standard is better than a gold cur- 
rency standard. It is true that nations can not build up and work 
their monetary systems in isolation, but each of them must adjust 
its own system according to its special opportunities and its econo- 
mic, social and political conditions. This attitude is bound to pre- 
vail in international conferences and in understandings which have 
been and will be arrived at on the subject. It was a blunder 
to liave introduced the gold exchange standard in India; it 
will be another to perpetuate it even in the form of the bullion 
standard. 

I83. Paper Money As according to the “State theory,” 
money is a creature of law, it may be made from paper as from the 
metals. But although the authority of the government can create 
legal currency, paper money is usually only accessory and is con- 
vertible into standard money at the will of the holder, a bank or 
government office being under the legal obligation to pay coin for 
paper. It follows, therefore, that there must be sufficient standard 
money in stock to convert the paper presented for encashment. 
Still the use of paper money in excess of the specie kept in reserve, 
means to the bank or government issuing it, so much purchasing power 
created out of nothing. The risk of overissue has, therefore, to be 
guarded against. Treasury and bank ‘notes' stand midway between 


1 See Dr. Adolf Wei er’s '‘Allgameine Volkswirteehaftslehre.” 
? See Philippovitoh : ** Gruodriss,” Vol I. 
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inconvertible paper on the one side and bullion certificates on the 
other, the former liaving no metallic backing and the latter being 
fully covered with a bullion reserve. The diiTcrence between the 
amount of notes issued and that of the metallic reserve, mayjbe . invested 
so as to earn interest. To economise the use of the precious metals 
and to supply to the public a more convenient form of currency, 
governments and banks issue paper money, which occupies a large 
place in the currencies of the advanced nations. The cheque in 
England and the bank note ou the continent, are extensively used 
as media of exchange, and metallic money occupies only a verj’’ 
subordinate position in the currency systems there. The right of 
issuing notes is a monopoly enjoyed by banks in certain countries 
wliile in others, banks are allowed to exercise this function freely.' 
As the right to coin money out of paper is likely to be abused to 
the detriment of the public, the issue of notes is generally regulated 
by the State in all countries. Where there are State banks, as in 
Russia, there is no question of the control of government. In 
countries like England, France and Germany where the connection 
between the central bank and the State is very intimate, and in 
America, where there are numerous private banks enjoying the 
right of note issue, the regulation of the issue of notes is found 
necessary in the interests of the public. 

There has recently been a great expansion of paper currency 
in India ( and on a vastly larger scale in other countries ), the 
shortage of money caused by the demand of war expenditure hav- 
ing necessitated the issue of large quantities of notes. The currency 
thus expanded, would have been steadily deflated as the demand 
for it decreased and government proceeded to cancel the superfluous 
notes as they were received in the treasuries. But tliis process 
of deflation had practically to be stopped owing to lack of resources, 
the rather inconvenient dimensions of the floating [debt and the 
seasonal monetary stringency which resulted. The use of cheques 
in ordinary transactions, is limited in India ; and though the pro- 
gress of paper circulation is satisfactory, and was excepUonally 
rapid m tune of war, there is yet an unlimited field for the 


1 Though there is no 
of note issue enjoyed by 
restciotioDs. 


monopoly of issue in the U. 8. A., the privilege 
banks is hedged in vtith various conditions and 
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expansion of paper currency. There will be an apparent set-back 
in this regard from the war time position, for a few years, but the 
popularity of paper money is bound steadily to grow with educa- 
tional and economic progress. Prejudice born of ignorance and 
distrust, will disappear with familiarity, and government’s policy of 
‘ universalizing ' notes i. c, making them encashuble in all parts of 
the country, whatever the circle of issue, has already contributed 
to the expansion of paper currency. The poorer classes find it 
dilficult to keep and liandle paper money in India and hence its 
progress in villages, is slow. The preference shown for metallic 
money by the mass of people in this country, is due to their social 
liabits and their poverty ; and this fact must not be lost sight of 
in criticising their love of that form of currency and ouglit to moder- 
ate our enthusiasm for the promotion of the use of paper as an 
instrument of exchange. The smallest denomination of paper 
money is five rupees, and the one rupee note is no longer issued, 
though its use has been recommended by the Hilton Young Com- 
mission. Consequently, paper hardly circulates in rural areas and 
the bulk of the population satisfies its currency needs with metallic 
monc}’. 1 he one rupee note was slowly increasing in popularity 
when the government ceased to issue it, economy in public ex- 
penditure being one of the reasons justifying that step. Any 
forcing of the pace in this matter is, of course, to be deprecated as 
the issue 01 a large amount of token currency may only drive the 
people to gold and encourage hoarding among them. Spread of 
education, progress of industries and commerce and the policy of 
government tending to popularise currency notes, will encourage a 
larger use of paper substitutes for metallic money. 

134. State Paper Currency : — Instruments of credit were in 
use among bankers and merchants in old times; but bank notes and 
notes issued b)' the State as a part of national currency, were not 
known. 1 his is a development of the past sevent}*^ years. A few 
commercial houses in Calcutta used to issue their own notes in the 
early years of the last century; but their circulation was naturally 
limit'jil to a small area and amount. In the forties of the last century 
tlic three Presidency 13anks were authorised by law to issue notes 
which were not, however, legal tejidcr and whose circulation was 
circumscribed. Ihc notes were payable on demand and the 
maximum limit of issue was fi.xed. The scope for the use of paper 
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money ^vas small and little progress was made during the next 
twenty years.’ 

Mr. James Wilson, the first Finance Member of the Gov- 
ernor-General’s Council, initiated a new policy by introducing 
a Bill relating to the paper ciirrciicy in India in 1860. He 
pointed out in his speech before the Legislative Council the 
advantage of a government pap:r currency to be managed entirely 
by the St}\te. “The Government of India,” he said, “ proposed to 
take the issue department of the Bank of England as their model.”’ 
Notes, which are only silver or gold certificates, representing a store 
of the precious metals of equal value kept in reserve, represent 
little improvement upon metallic money as they do not yield any 
profit or economy ; and fiat money or inconvertible paper money 
has its obN-ious dangers. The Government of India placed before 
itself as its ideal and guide the English Bank Charter Act of 1 844 and 
imposed a limit of amount upon the fiduciary issue, thus, in a way, 


1 “Under Acts of tbs QoTerQor-GeDeral, No's. VI of 1839, III of 1840 and 
IX of 1843, the Presidenoy Banks of Bengal, Bombay and Madras were authoris- 
ed to issue notes payable on demand, but the issue of the notes was praotioally 
confined to the three cities of Calcutta, Bombay and Madras. These notes were 
not legaltender. The issues were limited to maxima of two crores of rupees in 
the oases of Banks of Bengal and Bombay and of one orore in that of the Bank of 
Madras. These Acta were repealed by Aot XIX of 1861. providing for the issue 
of a paper currency through a Government Department by means of notes of the 
Government of India payable to bearer on demand. These notes were made legal 
tender within the oirolos of issue. Since the 1st March, 1862 when this Aot took 
effect, no banks have been allowed to issue notes in Indie."— Memorandum sub- 
mitted by Mr. F. W. Newmaroh to the Chamberlain Commission. 


2 “ Not only would such an issue department possess a seourity greater 
perhaps than that of any bank of issue in the world, but there would bo a I arpe 

d.reot profit to tho Staie from the interest derived from the fiduciary ponio . of 

the reserve and an indirect advantage in the improvement of Government credit 
from the purchase of securities for the paper currency reserve. I should 
mention that Mr. Wilson's hill did not become law without considerable 
mcdific-ition. the principal being that the last denomination of note was fixed at 
ten rupees instead of five, and that the fiduciary portion of the reserve was limit- 
•d by the Aot. as passed, to four crores of rupees instead of two-thirds of the note 

olroulawon p,op„„d by Mr. Wilson. "-Eyid.ooo of Mr. P. W. Nowmnroh bofor. 
the Ounenoy OsmmissioD, 1913. 
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rendering the S 5 *stem inelastic. That limit has been raised from time 
to time as the circulation of the currency notes has ; teadily expanded. 
The issue of bank notes is regulated by the State in all countries. 
A reserve of gold and silver is insisted on as a guarantee for the 
encashment of the notes whenever they are presented, and the 
amount of the notes which need not be so secured by a reserve, is 
strictly limited b)* law, a departure being allowed therefrom only 
under specific conditions. The portion of the note issue not 
covered by a reserve of c.ish, may bear a certain ratio to the total 
circulation or may be a fi.xed amount to be automatically raised with 
the increase of issue. ‘ 

It was provided by the Act of 1 861 that bullion and coin should 
be held as a reserve to eneash the notes issued with the exception of 
such an amount not exceeding four crores of rupees as the Govi. rnor 
General in Council with the consent of the Secretary of Sbitc for 
India might from time to time fix. This amount was to be invested 
in Government securities. ” The country was divided into a 
number of circles, with places of issue, the Presidency towns being 
three such places j and the encashment was limited to the circles, 

# wore legal tender. In December, 1863, 

the note issue was valued at Rs. 5,11,00,000 and the Reserve was 
composed thus ; — 

Rs. 

Silver Coin Reserve 1 ,93,22,868 

Silver Bullion Reserve 1,17,00,000 

Government Securities 2,00,77,132 


5,11, 00, L 00 

185- Currency Reserve: — The invested or fiduciary portion of 
the Reserve was thus about two-fifths of the total circulation though it 
was limited by a fixed amount and not by the ratio it bore to the total 
note circulation. The maximum fiduciary issue, which was originally 
limited to 4 crores, was raised to 6 crores in 1872 by Act III of 
1 871 ; to 8 crores in 1 890 by Act XV of that year ; to 10 crores by 
Act XXI ol 1 896 ; to 12 crores by Act III of 1 905 ; and to 14 crores 


1 Compare the British, French, American and German .systems in this 
oonnaotion. 
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by Act VII of 1 91 1 . Originally, the securities in which a portion of 
the paper currency resen’e was to be invested, were to be ^securities 
of the Government of India’ ; but when in 1905 the limit of the 
fiduciary issue was raised to 12 crores, ‘securities of the 
United Kingdom of Great Britain and Ireland ’ and ‘ securities 
issued by the Secretary of State for India in Council under the 
authority of Act of Parliament, and charged on the revenues of 
India, ' were added, the value of the latter classes of securities being 
limited to 2 crores. When in 1911 the limit of the invested portion 
was raised to 1 4 crores, it was provided that 4 crores out of this 
amount might be invested in securities other than those of the 
Government of India. These facts may be conveniently presented 
in tabular form thus : — 

Maximum Investment. 


t Crores of rupees.) 

India 

England 

Total 

Act XIX of 1861 

4 

0 

4 

„ III of 1871 

. 6 

0 

6 

„ XV of 1890 

8 

0 

8 

„ XXI of 1896 

10 

0 

10 

„ in of 1905 

. 10 

2 

12 

„ Vllofl9n 

. 10 

4 

14 


As will be shown below, the permissible invested portion was 
ultimately raised from the 14 crore limit to Rs. 120 crores, and the 
bulk of these securities were, during war time, British Treasury Bills. 
By the Indian Paper Currency (Amendment) Act, Act VI of 1 9 1 8 and 
by Act II of 1919, the maximum limit for the issue of currency notes 
against Treasury bills, was successively raised from 48 to 86 crores, 
and the total permissible amount of securities went up to 100 crores 
of rupees. Owing to difficulties in the ways and means positioQy 
government took legal powers in September, 1919, by Act XXVI of 
1919, to increase the permissible holdings of securities in the Paper 
Currency Reserve to £ 80 million or 120 crores of rupees though 
there was no occasion to utilize that power. The character and the 
locale of the securities were radically altered in the course of 1920-21 
in consequence of the sale, by the Seaetary of State, of sterling 
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securities to the amount of 36^ million in replenishment of hia 
treasury balances depleted by the new exchange policy adopted in 
conformitv with the recommendations of the Babington Smith Com- 
mittee. The holding of Indian treasury bills, therefore, exceeded 
Ks. 61 crores at the close of 1920-21. The percentage of securities 
in the Reserve to the total circulation of notes, was 22 during the 
pre-war quinquennium. It rose to 29 in 1916, to 56 in 1 917, to 62 in 
191 8 and to 65 in 1919. The difficulty of obtaining the precious 
metals and supplying metallic currency during war time, naturally 
reduced the ratio of metal to securities in the reserve ; and the pro- 
portion gradually rose again in post-war years, though the level of 

1914 could not long be reached. The composition of the Reserve 
has undergone important changes from time to time as regards the 
holdings of gold, sterling securities, treasury bills, British and Indian, 
created or ad hoc securities and silver, owing to revaluation of gold 
and gold securities with the alteration of the exchange ratio and 
the transfer and liquidation of securities. These changes will be 
explained in succeeding sections. The following tables will, in the 
mean while, give certain relevant figures: — 

I 

Investment of Reserve, 


( Crores of Rupees. ) 



Permanent 

Permissible 

temporary 

Total 

Act VII of 1911 

14 


14 

„ V of 1915 

14 

6 

20 

„ IX of 1916 

14 

12 

26 

„ XI of 1917 

14 

36 

50 

„ XIXofl917 

14 

48 

62 

„ VI of 191 8 

14 

72 

86 

„ II of 1919 

14 

86 

100 

„XXVIof 1919 

20 

100 

120 
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Composition of Reserve, 
( In Crores of Rs. ) 


Gold 



U..S 

O-p 


1914 66T I 22*4 9T 

1915 61'6 7*6 

1916 67'7 12-2 1T9 

1917 86-3 12-0 6-6 

1918 99-7 26-8 

1919 153-4 17*3 

1920 174-5 44-3 

1921166-1 21-1 


1922174*7 24*3 

1923174-7 24-3 

102418S-8 22-3 

1925jl84-l 22-3 



■Sg 

S a 

o p 

A- 
O o 


Silver 


Seourities 


Percentage to Gross 
Note oiroulatioa of 



(B) 

( Crores of Rs. ) 


Silver 


S Coin Bullio 


Gold Coin Sterling Be 
and ourities in 
Bullion in England 
India 


31st Marob 192^ 193‘3 77'3 


•I (> 


»* i» 


f * II 


1927 ]84'1 95*9 

1928 184*8 98*7 

1929 188-0 94*9 


22*3 

22*3 

29*7 

32*2 


29*0 


10*6 


*U 4 

§*•§ 

«!-* 

S a 

Gk 

d 

OS 


57*1 

49*7 

37*9 

43*3 


ea 

5 d 

a*® 

5M 


186. 6omposltion and Location For several years the 

Paper Currency Reserve was kept mainly in silver and in India* its 

67 
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primary purpose being the encashment of notes in rupees. But in 
1898 this policy v:as, for the first time, departed from, and a portion 
of the Reserve was loaUed in London to be used for the purchase 
of silver for rupee poinage and also for the support of exchange. In 
1 898 an Act was passed ( II of 1 898 ) enabling notes to be issued 
against gold held by the Secretary of State in London. This Act 
was a temporary measure intended to meet exceptional conditions. 
The Secretary of State sold bills beyond his own requirements for 
the convenience of trade, but the Government of India could not meet 
them from their balances. The above Act was intended to enable 
them to meet the drawings from the Paper Currency Reserve, the 
Secretary of Sti\te setting aside gold to the account of that Reserve in 
London to the same amount as the Government of India took out 
from the Reserve in this country to meet lus drawings. This tem- 
poray arrangement was e.xtended by two years, and then in 1902, 
by Act IX of that year, was made permanent. The Secrctsiry of 
State was enabled by this Act, to purchase silver bullion and to 
transmit it to India for currency purposes. Thus the Secretary of 
State might either (1) hold gold in England as part of the Reserve 
against the note issue in India, or (2) he miglit transmit the gold to 
this country to serv'e the same purpose here or (3) he might expend 
it on the purcliase of silver, also to form part of the Reserve. Gold 
or silver in transit to India from its location .*>6 part of the Reserve 
in England or vice versa, remiiins part of the Reserve while in transit. 
In practice only the first aud the third of the above alternative 
courses are adopted as ordinarily sovereigns ‘arc imported on private 
account in sufficient quantities into India and render it unnecessary 
for the Secretar>' of State-to ship them.’ 

If the Silver required for coinage purposes can not be purchased 
in Ijidia,' it is but reasonable that a part of the Paper Currency 

1 Tbe necessity and wisdom of traosferriDg even a part of tbe Reserve to 
London have been doubted and it is urged, with much show of rcasoOp that silver 
purchases should bo regularly aad directly made in India through Indian 
dealers. India has a large bullion market, e. g. Bombay, and it is capable of 
great expansiou. It is not an extravagant but a legitimate demand to ask 
government to make it.3 silver purchases in this countr}. This sugfestion, if 
adopted, will benefit Indian dealers without causir.g iuconvonionce or loss to tbe 
gove’^nment. Bat silver trade is controlled by a few powerful firms in London; 
and vested interests sod the diffidence of government as regards the economical, 
safe and smooth working of the proposed arrangement, stand in the way. Tbe 
same remark applies to tbe government's sales of silver through the same lirms,. 
carried out in recent years. 
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Reserve should be transferred to London by the sale of 
Council bills to enable the Secretary of State to make the 
necessary purchases whenever necessary. But the portion of 
this Reserve located in London, came to be regarded as a 
first line of defence in a time of an excliange crisis, and strong 
objection was taken to the utilization of the Currency Reserve, 
which is intended mainly to enable the Government of India to 
encash its notes, for supporting excliange, and to such investment 
and locking up of large funds in England. It was argued that the 
Englisli joint stock banks worked with a very small reserve of gold 
and relied too much on the Bank of England and that it was 
dangerous to hold the gold of the Currency Reserve ear-marked at 
that Bank. The general objection to the transfer of Indian gold to 
London in the case of the Gold Standard Reserve applied with 
greater force to the gold in the Currency Reserve. The government, 
however, replied tliat if the gold on account of the Reserve were not 
drawn to London, it would, in :,uy case, have to be transferred 
there for the purchase of silver when the stock of rupees was 
depleted and gold in India could not serve the purposes of currency. 
It was stated that “the gold in the Reserve in India has been much 
in excess of the demand, that the Gold Standard Reserve has not in 
itself been sufficient to secure beyond question the stability of ex- 
change, and that gold in London is more directly and indubitably 
effective for this purpose than gold In India.” 

187. Introduction of Elasticity ; — The government’s policy 
in managing the Paper Currency Reserve was conservative in the 
extreme, and underwent unconscious changes only while drifting 
along or when it was forced by the irresistible impulse of cir- 
cumstances. It has been already indicated that the system of paper 
currency in India was characterized by a rigidity copied from the 

British system which is based on what is known as the 'currency 

principle (as opposed to the 'banking principle,') requiring tliat 
except for a small fixed amount, the note issue should be fully covered 
by a metallic reserve. The lack of elasticity in che British system is 
mitigat^ by the extensive use of cheques while in India there are 
no such means of expanding the media of payment. In this country 
^eat caution 1ms of course, to be exercised in matters like the 
modification of the provisions for the ensurance of the convertibility 
of notes; but apart from the extraordinaly measures which the 
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government was compelled to take to meet war conditions, some 
relaxation of rigidity of the organization of paper currency was 
found necessary even by the Chamberlain Commission. When the 
maximum limit for the invested portion of the Reserve was reached, 
any further increase in the note issue required the deposit of an 
equal amount of gold or silver in the Reserve. If an increase in 
the amount of the invested portion was thought expedient, legisla- 
tive sanction was necessar}' for the step. The required improve- 
ment could be effected ^‘if instead of laying down that the invested 
portion of the reserve must not exceed a fixed maximum, the 
legislature prescribes that it shall not exceed a maximum percentage 
of the total issue ; or alternatively, tliat the metallic portion shall not 
fall below a maximum percentage of the total issue.” The Chamber - 
lain Commission realized the importance of modifying tlie existing 
system along these lines and recommended that the fiduciary por- 
tion of the paper currency reserve should be increased at once to 20 
crores and should thereafter be fixed “ at a maximum of the amount 
of notes held by the government in the Resen-’e Treasuries plus 
one-third of the net circulation.” 

The Babington Smith Committee endorsed the principle 
underlying this proposal but thought that in the altered circumstances 
of the time, the suggested reserve would be too large for the require- 
ments of the country and therefore recommended that “the statutory 
minimum for the metallic portion of the reser\'c should be 40 per 
cent, of the gross circulation.” It also accepted the Commisson’s 
recommendation (which had already been given effect to by means 
of temporary legislation) tliat the limit of the Indian government’s 
securities in the invested portion of the Reserve should be fixed at 
20 crores. With the object of promoting elasticity, the Commission 
had suggested that the “government should take power to make 
temporary investments or loans from the fiduciary portion within 
this maximum in India and in London as an alternative to invest- 
ment in permanent securities.” The Committee went further, and 
in order to provide for additional limited power of expansion with 
a special view to meeting the seasonal demand for the expansion of 
currency normal in India, recommended that authority should be 
taken, in the first instance, to issue notes, up to 5 crores on the 
security of commercial bills of exchange to supplement the ordinary 
issue. It was laid down that the proper place of the Paper Currency 
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Reserve, both silver and gold, is India except for temporary location 
in London ia view of payment for the purcliases of silver. The 
necessity of earmarking gold belonging to the Currency Reserve at 
the Bank of England which is said to be ‘equivalent to the export 
of gold from London to India,’ because that gold so set aside against 
notes issued in this country, is not available to the London market, 
was temporarily removed by an amendment of the law, and the 
Secretary of State for India was empowered, as we have seen, by 
successive steps, to invest the Reserve there up to a total amount 
of Rs. 100 crores, this limit of securities in England having been 
only 4 crores before the out-break of the war. 


riie elasticity imparted to note circulation during the trying 


times of war, had to be converted into a psrmaneikt feature of the 
system, and the advantages of the refbrm, pointed out by tlie 


Chamberlain 


Commission, viz. amelioration of monetary stringency 


.and the profitable utilization of funds which would otherwise have to 


lie idle, without any risk to encashment of notes, had to be secured. 
Act XIV of 1 920 ( and the consolidation Act of 1923 ), therefore, 
provided for the statutory constitutioii of the Paper Currency 
Reserve while providing for a transitional period of adjustment. It 
laid down the maximum limit of the gold holdings of the Secretary 
of State at 5 crores and restricted the security reserve in London to 
securities which are not of a longer maturity than one year. Out 

of the 20 crores of Indian securities not more than 12 crores may 

be securities created by the Government of India and issued to the 
Controller of the Currency. The Act prohibited the issue of 
currency notes if such issue would have the efTect of raising the 
amount of notes iu circulation to more than twice the amount of the 
metallic reserve. Under section 1 9 of the Act of 1 923 it was provid- 
ed that until the permanent provision in tlrnt belialf could be put 
into force, the total amount of securities in the Reserve was not to 
exceed Rs. 85 crores, exclusive of the Rs. 12 crores in the form of 
bills of exchange. It was felt in 1 925 that this limit would prove too 
narrow and early in that year the permissible size of the security 
holding was increased by legislation to Rs. 100 crores, with the 
proviso that the value of created securities should not exceed Rs. 50 
crores. A large portion of the Indian invested reserve since 
1918 consisted of * created securities,’ that is to say, treasury 
bills issued by government to itself. Currency notes were 
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issued by government against its own I. O. U.s, and this watering 
down of the currency meant a floating public debt without 
obligation to pay interest thereon. These treasury bills issued 
to the Reserve had to be withdrawn before the Reserve could 
approMimate to its statutory constitution. The Paper Currency Act 
has been successively amended to authorize the issue of notes against 
tire security of commercial bills for the purpose of relieving mone- 
tary stringency during the busy season. Power liad been taken in 
192u to issue currency notes upto Rs. 5 crores against bills of ex- 
change maturing in 90 daj's, but rules were not made in this connection 
until 1922. Continued monetary stringency led to amending legis- 
lation in 1 923-24 and the maximum limit of seasonal issue was raised 
from 5 to 12 crores. The regulations in this connection as to the 
amcLint of the loans to be given to the Imperial Bank of India 
against bills held in the Currency Reser\'e and the rates of interest 
to be charged thereon were revised now and again to facilifcUe the 
attainment of the end in view, viz. relieving stringency. 

188. Note Circulation: — Indian currency notes are in the 
form of promissor)' notes of the Government of India, payable in 
rupees to bearer on demand, and are issued in denominations of 5, 
lU, 50, loo, 1,000 and 10,000. They are issued without limit at any 
paper currency office against rupees or gold. For the purpose of 
the note system, India is divided into seven circles,’ and ( with the 
e.xception of the 5 rupees note which was universalised outside 
Burma in 1903) the notes were, until 1910, legal tender only within 
the circle of issue. Since then all the smaller denominations of notes 
up to and including those for 100 rupees, have been universalised. 
The size and the form of the notes have now been greatly improved 
and their popularity has increased as a consequence. Provision has 
been made for the printing of the notes in India, viz. at Nasik in the 
Bombay Presidency at government's own Security Printing Press. 

An urgent demand for currency which could not be satisfied 
with the available stock of rupees, led the government to think of 
issuing notes of such very small denominations as one rupee, in imi- 
tation of the one £ and 10 s. notes issued in England, to satisfy the 
enormous currency needs of the war-period. The one rupee notes 


t Tbe seven circles: Calcutta, Cawopore, Lahore* Bombay, Earaohi, Madras 
and Raogooo. 
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were issued on 1st December, 1917 ; and notes of the denomination 
of Rs 2i on 2nd January, 1918. The issues were first confined to 
the three Presidency towns aud special facilities were given for their 
encashment at the Post Offices. In the course of a few months their 
total issue reached a value of Rs. 45 lakhs, and the encashments 
amounted onl)’ to Rs. 1 1 lakhs. On 31st March, 1919, the values 
of the 1 rupee and 2.J. rupees notes in circulation were about 10* 
crores and 1^ crores respectively. These notes were primarily 
issued with the object of supplying additional currency and econo- 
mising the use of silver which had become unprecedentedly scarce 
and dear. The average gross circulation of notes was 28*58 crores in 
1900-01, 45*14 cores in 1906-07, 65*62 crores in 1912-13,64 crores 
in 1915-16:101 crores in 1917-18, 133 crores in 1918-1919; 
and the circulation exceeded 1 80 crores in 1 91 9-20. The following 
table shows the gross, the net and the active average circulation’ of 
currency notes during the past few years : — 


Gross clrcDlatioD 
(crores of Rs,) 


1904-05 ... 39*2 

1910-11 ... 54*3 

1913-14 ... 65-5 

191^— lo ... 64*0 

1915- 16 ... 64.1 

1916- 17 ... 76-1 

1917- 18 ... 101*7 

1918- 19 ... 133.2 

1919- 20 ... 171-6 

1920- 21 ... 163-5 

1921- 22 ... 173*1 

1922- 23 ... 176-3 

1923- 24 ... 179-0 

1924- 25 ... 179.2 

1926-26 ... ISe-g 

1926- 27 ... 189*1 

1927- 28 ... 180*1 

1928- 29 ... 184*8 


Net circalalion 

Active ciiuulatiou 

(crores of Us.) 

(crores of Rs.) 

28*1 

38*7 

46*6 

56*5 

45*4 

57*5 

48*0 

69*3 

o9-S 

93*6 

71.8 

127*2 

113*8 

166-3 

151*1 

159*2 

138.8 

171*3 

152*2 

174*3 

153-2 

177*2 

156-9 

177*7 

160-9 

185*5 

163-1 

187*9 

166*3 

1790 

162*6 

183*8 

171-9 


•n “jroulation ooDBitB of the total amount of note9 TK- 

net.oiroulatioD is obtained by deduction from the gross amount th^ 
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The expansion of the circulation of notes shows a steadily in. 
creasing amount of currency absorption. Prevailing high prices, the 
heavy go rernmant disbursements on account of war, the disappearance 
from circulation of huge quantities of rupees coined and the uncovered 
issues of paper money on an enormous scale, combined to expand 
the media of exchange. Currency is said to be absorbed when 
instead of returning to government treasuries, it remains in the 
hands of the public and is the net addition to circulation. The 
absorption can be found by adding together the coinage of rupees 
and sovereigns, the net imports of sovereigns and the issue of notes 
and deducting from the total the increase that may have taken place i n 
the Treasury balances of government. The following tvble shows 
the comparative total absorption of each form of currency* : — 


Curreney Absorption ( In crores of Rs. ) 



llopees 

Notes 

Total 

! 

Sovcreigtis 

Grand Total 

1009-10 

13-22 

5-03 

18-25 

4 31 

22-r)6 

1011-12 

11-0 

4-44 

15*95 

13-33 

29-27 

1013-14 

5-32 

2-65 

7-97 

18-11 

26 08 

1914-15 

-6-70 

-601 

-12-71 

8-43 

-4-20 

1016-17 1 

33 81 

13-89 

47-70 

3-18 

o0-y8 

1018-10 1 

45-02 

49-29 

04-31 

5-21 

00-52 

1019-20 

20 09 

20-20 

40-20 ' 

' -3-32 

! 36-07 

1920-21 

-25-68 

-5-90 

-31*68 ' 

' -4-38 

' -35-96 

1921-22 

-10-46 

9-35 

-Ml ' 

i 2-78 

1 1-67 

1922-23 

-9-50 

3-87 

-rr69 

1 9-43 

j 3-74 

1923-24 

1 7-62 

7-96 

15-58 

1 6-74 

22-32 

1924-25 i 

' 3-65 

-2-51 

1-14 

14-53 

15-67 

1925-26 

-8-17 

1-16 

-7-01 

11-77 

4-06 

1026-27 

-10-76 

-3-40 

-23-16 

j 6-24 

-16-02 

1027-28 

-3-75 

10-22 

6-47 


6-47 

1928-29 

1 -303 

1 

3-66 

•63 

1 9 ^ ^ 

-63 


The above figures are extremely instructiv’e. They show how 
radical changes occurred in the position with reference to the public 
absorption of currency just after the out-break of the war and on its 
termination, and how they hav'e made themselves conspicuous 
recently, again, particularly in the matter of a return of rupees from 


1 From lai Aprils 1927 sorereigoa and balf*BOTereigQ6 ooased to be legaS 
tender, sod this ooio does Dot»tber6fore»6gure for the last two years in the table. 
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circulation. There are indications to show that -while there 
is a superfluity of rupees with the people, notes are being substituted 
for them on a steadily growing scale in rural as well as urban 
areas. The notes of the denomination of Rs. 10 and Rs. 100 are 
the most popular, and account for 41 per cent, and 36 per cent, of the 
total circulation respectively. The five rupee note is, at the same 
time, finding greater favour with the public. The highest percentage 
of one rupee notes was 8-9 in 1919-20, the 2 i rupee notes never 
found 'favour with the public and 20 and 50 rupee notes have not 
been issued for years. The issue of the one rupee note was definitely 
discontinued from 1st January, 1 926. The circulation of 10,000 rupee 
notes is negligible. The following table gives a comparative view 

of the circulation of each denomination of note on 31st March for 
a number of years : — 

JVole Circuiation showing the values of notes of each 

Denomination, 


Velue of notes ( In crores of Rs. ) 


i^esomiDauoD 
of Notes. 

4 

; as 

t ^ 

m 

€0 

1 ^ 

1.- 

as 

flD 

.a- 

1 -4^ 

W 

1 0^ 

Slat March, 
1924 

CQ 

•H 

4 

as 

1 

« • • 

f 

4 

13*49 

1 

11*30 , 
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functions which, in other countries, are left to private and State 
banks; and issue of currency and remittance of funds have to be 
managed by a government department. But it lias been long realiz- 
ed that the day would not be far distant when this banking business 
of the State would have to be transferred to a central institution like 
the Imperial Bank of India. The connection between the Indian 
government and movement of trade, internal and external, is very 
intimate to-day ; and the financial operations of the Currency 
Department and of the India Office, are on an extensive scale. The 
backwardness of national banking, the Treasury system of govern- 
ment and its management of exchange and currency, which lU'e of 
the nature of ordinary banking functions, necessiUite these opera- 
tions on behalf of the State. With the expansion of the business of 
the Imperial Bank of India through its new branches spread all over 
the country and the transfer to it of the functions of State treasuries, 
this work has been steadily reduced. The establishment of the 
Reserve Bank, entrusted with the management of paper currency, 
must radically modify the whole system. As matters stand, funds 
have to be moved from treasury to treasury and from currency chest to 
currency chest to meet the seasonal demand arising from the necessity 
of financing export trade. Indian crops are har\’ested and moved for 
export at different times of the year but it is mainly during the busi' 
season between October and April that the demand for currency is 
very great and has to be satisfied through currency offices, banks 
and treasuries. 

“ Briefly the position is that in addition to the Treasury, Cur- 
rency Reserve and Gold Standard Reserve Balances at Head-quarters, 
Government hold large amounts of money distributed over India in 
District treasuries and in currency chests, nearly every treasury 
Iiaving such a chest. Money comes into the Government treasuries 
and sub-treasuries all over the country in payment of revenue, from 
which it is necessary to provide funds for expenditure at Head- 
quarters or in order to meet outgoings in England. Conversely, 

the trading firms have large remittances to make to the interior, in 

payment for produce. Firms requiring money for this purpose 
constantly apply to Government for remittance orders from one 
place to another within the countrj^, and Government meet their 
requirements so far as they can do so, by the issue, at a 
charge, of supply bills and telegraphic transfers through treasury 
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or currency. The amount of remittances annually effected in this 
way is very large. The arrangement is economical for all parties 
concerned as enabling these transactions to be largely effected 
without any actual movement of coin.”* We propose to notice, in 
the next Chapter, a similarly intimate relation which subsists between 
the banking operations of government and the adjustment of the 
transactions of India’s external trade, which will be fundamentally 
altered on the establishment of a central Reserve Bank. 

As far as the government is concerned, funds are moved from 
one treasury to another to supplement the money available there. 
Government likewise remits funds, at a small charge, for the con- 
venience of trade by issuing transfers on its treasuries. The paper 
currency reserve is kept in special ^chests" which are located at each 
treasury and sub-treasury, and transfers are made through these 
chests. If a certain treasury is short of funds, it may take the 
amount it requires from the currency chest, and a corresponding 
transfer from the treasury to the currency chest is made at some 
other place, where there are surplus funds at the time. The aggre- 
gate value of transfers through currency’ in 1918-19, amounted to 
55*13 crores of rupees and the total movement of funds through 
treasuries as well as through currency offices, amounted to just over 
100 crores. As indicated above, the Imperial Bank is now doing a 
considerable part of the work of moving funds as it is entitled to 
transfer its funds through currency free of charge ; and government 
has discontinued the issue of currency transfers or supply bills 
between any two places in which a Local Head Office or a branch 
of the Bank is situated. The total movement of funds through 
government agency, i. e. through treasuries as well as currency 
offices, amounted, in 1920-21, to 87^ crores as compared with 107^ 
crores in the previous year. In later years there is a progressive 
contraction in the size of these transactions and corresponding ex- 
pansion in that of the Imperial Bank's operations. The amount of 
the demand drafts purchased and drafts and telegraphic transfers 
paid by the Imperial Bank in each lialf-year averages 70 to 80 crores 
of rupees. The remittance of funds through government agency, 
e.- g. through treasuries and currency offices, amounts roughly to 


“*» D.p«rim.nt duriDg th. 
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12 crores within the Provinces and 7 to 9 crores a year as between 
the Provinces’. The popularity of the note currency is steadily on 
the increase as we have stated above, and the encashment of notes* 
temporarily restricted during war time, having been fully restored at 
treasuries, the use of paper money in the financing of crops like 
cotton, jute and rice, is becoming very common. The circulation of 
notes is no longer confined chiefly to large towns and has freely 
extended to rural areas.® 

190. War and Currency So far we have given an account 
of the Indian currency system as it developed from stage to stage 
till the outbreak of the war, with occasional references to the effects 
it produced upon that system. The war, which threw the world’s 
currencies and exchanges into utter confusion, did not fail to disturb 
and upset the Indian gold exchange standard. As the question of 
foreign exchange will be dealt with specifically and in detail in the 
next Chapter so that it may be adequately treated, we shall here 
pay it only a passing notice and direct attention to other salient 
points in the position into which Indian currency was driven by the 
stress of abnormal circumstances. It is, however, necessary to 
remark tliat India’s currency difficulties were primarily and directly 
due to the valuable part the country took in the prosecution of the 
war and constituted its sacrifice for the Empire and its contribution 
to the successful termination of the struggle. The first effect of the 
outbreak of the war was seen in the creation of a panicky atmos- 
phere, the weakening of the exchange, withdrawals of the savings 
bank deposits, a demand for the encashment of notes and a run on 
Indian gold stocks. These difficulties were early and courageously 
met by government, and public confidence was restored in a short 
time. Had it not been for India's direct and whole-hearted partici- 
pation in the war, its currency and financial developments would 
probably have been similar to those in the U. S. A. which remained 
the only country in the world witli a free gold market and with tlie 
true gold standard. India’s position with respect to the monetary 


1 Seo Report of the Controller of the Currency for 1928-29. 

2 ^^Tbreughout the Bengab Uadra^^ and Bombay Presidencies notes are 
accepted freely aod tbeir use is extending in hforthoro India, rupees being pre * 
ferred only in the remote interior, the frontier districts, hill tracts and the pop^y 
growing districts in the United Ppovinoes/’ — Report of the Controller of tre 
Currency for 1928-24* 
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system would Iwve improved aud would have been materially 
strengthened ; but the nustaken policy of the Indian Government, 
as will be clear from the sequel, only made matters worse. 

The most serious difficulty government had to encounter was 
presented by the enormous demand that arose for currency and that 
could not be satisfied with such large issues of rupees and notes as 
could be put into circulation. The effects of war conditions began 
to be seriously felt in the third year of the strife and they steadily 
grew in intensity. On the one hand, imports into India were 
curtailed by a shortage of shipping and England’s preoccupation in 
the production of munitions; and on the other, high-priced exports 
had to be maintained on an extensive scale for supplying the Allied 
armies with food and war material. Foreign indebtedness to India, 
due to huge trade balances, could not be adequately met as gold be- 
came scarce and the situation was aggravated by the enormous 
disbursements which the Indian government had to make in this 
country on behalf of His Majesty's government and repayable in 
London. The imports of treasure into India were seriously curtail- 
ed during the war period; and the natural result of tliis unsatisfied 
Indian denmnd and unliquidated trade balance, was that government 
had to get hold of all the silver it could and coin it into rupees. The 
pressure upon the world’s silver supplies was intense, and its price 
steadily rose till at last it attained unprecedented heights, being 
89 d. au oz. in 1 920. While on the one side, the demand for 
silver was abnormal, all the world over, the production of tliat 
metal averaged 178 million ounces during the four years 1914-17' 
as against 258 million ounces, the average of the preceding 
four years. Between April, 1916 and March, 1919, govern- 
ment purchased no less than 300 million standard ounces of silver 
in the open market besides the 200 million fine ounces out of the 
metal placed by the U. S. A., under a special agreement, at the dis- 
posal of Great Britain. In a memorandum submitted to the Royal 
Commission on Indian Currency and Finance, 1926, Mr. A. C. Me 
Watters gave the following information' and on the 23rd April 
1918, the U. S. Congress passed the Pittman Act, which authorised 
the sale to other governments of silver not exceeding 350,000,000 
silver dollars from the holding in the dollar reserve. Of this amount 

♦ ♦ ♦ s 

1 Appendices to.the Report. 
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ihc GovcTDment of India acquired 200,000,000 fine ounces at lOl^ 
cents per fine ounce.” The following table shows the amount of 
silver purchased by the Secretary of State : — 

From the U. S. Dollar 
In open market Reserve (equivalent in 
(Standard ounces) Standard ounces) 

1915- 16 ... 8,636,000 ... — 

1916- 17 ... 124,535,000 

1917- 18 ... 70,923,000 ... — 

1918- 19 ... 106,410,000 ... 152,518,000 

1919- 20 ... 52,200,000 ... 60,800,000 

The average excess of exports over imports in private merclian- 
dise during the five years ending in 1 914-1 5 was 72*8 crores ; and 
it increased to 12 T4 crores in the next five years. It was the 
liquidation of this enormous trade balance that caused an unprece- 
dented demand for internal currency and compelled an excessive 
expansion of the circulation of rupees and notes. The figures for 
the absorption of various forms of currency in a series of years, 
have been already given. It will be seen therefrom that the total 
currency absorption during the five pre-war years was Rs. 113T 
crores; and the corresponding amount in the three years 1916-17 to 
1918-19 alone was 210’3 crores of rupees. In 1914-15, there was 
a minus absorption of 4*2 crores and the figure for the succeeding 
year was 19‘9 crores. The tide of the expansion of currency start- 
ed in 1917 and the ebb did not set in till 1 920-21 . These years of 
storm and stress witnessed the collapse of India’s monetary standard; 
and the attempt of the latter year at rehabilitation did not succeed 
in restoring it. The exchange standard in this country depended 
for its success upon government’s ability to maintain thie artificial 
value of the rupee and to prevent it from rising above or falling 
below the fixed rate. The legal ratio between the rupee and sterling 
was normally kept steady by means of an adequate supply of internal 
and external currency according to the requirements of trade. On 
account of the extraordinary conditions mentioned above, govern- 
ment found it impossible, however, to work the system in the nor- 
mal way. They, therefore, restricted the amount of rupees offered 
for sale in London, borrowed heavily from the public in this coun- 
try, watered the currency and controlled the operation of exchange 
banks which were asked to finance the exports of commodities of 
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national importance required for the prosecution of the war so as to 
economise the supply of currency. But the most serious factor 
which upset the exchange standard was the high price of silver com- 
bined with the reduction of gold imports. The bullion par of the 
rupee, that is, the price at which government can issue rupees to 
the public on the basis of the fixed ratio of 1 30vereign=l 5 rupees, 
Nvithdut loss, is 44 d. per ounce. This means that if silver rises 
above this level of sterling price, the 165 grains of pure silver con- 
tained in the rupee are worth more than i6;d.; and government 
must either suffer loss in issuing rupees or must demand more in 
sterling for them.’ Government was, therefore, driven to the 
necessity of raising the sterling value of the rupee in successive 
stages in response to the continued rise in the price of silver. 

19L Breakdown of the Standard t^Thus broke down the 
exchange standard which had been maintained by preventing the 
rupee from falling below 16d., as soon as the other regulating force 
which kept the token coin from rising above that level, proved 
ineffective. Elaborate provision had been made against the fall of the 
rupee and the system had been fsuccessfuUy tried in times of stress ; 
but the other contingency that silver would rise to impossible heights 
had not been contemplated and government’s power to secure 
adequate quantities of silver and to coin them into rupees, had not 
been doubted. By law the rupee had been made iVth part of the 
sovereign or equivalent to 7*5 grains of gold, there being about 
1 1 3 grains of pure gold in a sovereign. But this ratio liad to be 
raised with the rise of silver, and the government’s rate of selling 
rupees by telegraphic transfer was successively enhanced, till it 
reached 28 d. on 1 2th December, 1919. Besides raising the rate of 
exchange, government adopted a number of other measures to meet 
the situation created by dear silver and by the practical cessation of 
gold imports in liquidation of the trade balance. 

1 The bullion par of a token coin is the ralue of ita metalUo oootentt as die* 
tiDguished from its face value. This par was 66 d. in the case of the English shil- 
ling, 60fd. in that of the Fronob five frano piece and 59td. with regard to the 
U. 8. A. dollar. When the gold value of the token coin exoeeda the valae put 
upon 1 ^ the ooin loses its token character and government must either reduce its 
metalUo oontent or raiae ite nominal value in responae to the rice in the prioa of 
the nMal. The Britieh government baa now radoeed the flnenesa of the ahilling 
snd other oountriet have done likewiee to tbeir token correnoiee. 
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riic luiturc of the cuireucy malady being known, the remedy 
was clear, and it was to throw into circulation as much of the media 
of exchange as could possibly be provided and to prevent these 
Jroiu being wasted by exports, melting or hoarding. As it was now 
j’roiitable to use silver and gold coins for other tlian currency pur- 
poses, this practice was made illegal on 29th June, 1917; and on 
.■’rd September, the e.xport of silver coin and bullion was prohibited. 
On 11th July of tluit year, importation of silver was prohibited 
except under license and thus competition with government pur- 
chase was eliminated.' Notes of the denominations of Rs. 2i and 
Re I were issued with the view to economise silver. With the 
same object a new two anna nickel piece was issued at the end of 
March, 1918; and in September, 1919, authority was taken from 
the legislature for the coinage of four and eight anna nickel pieces.’ 
Ihe latter were not to be unlimited legal tender like the silver half- 
rupees and the limit was put at one rupee. To make up for the 
shortage of silver, government issued an ordinance in June, 1917 
and tried to increase its holding of gold by requiring all gold 
imported into the country to be sold to it at a rate fixed from time 
to lime and based upon the sterling exchange walue of the rupee and 
inespective of the prevailing premium on gold as compart with 
;>terling and of the existing legal parity between the rupee and the 
-overeigiL To relieve the strain on the silver balances, Rs.l 1 '66 crofes 
worth of currency sovereigns were issued to facilitate the finance of 
the wheat and cotton crops, but the bulk of the gold coins found their 
way to the melting pot or to private hoards. The price of sovereigns 
in the course of the year 1917-18, fluctuated between a minimum 
of Rs. 1 5-3-5 and a ma.ximum of Rs. 1 8-4-0. 

lo supplement the rupee and paper currency a branch of the 
Royal Mint was opened in Bombay in August, 1918; and as some 
delay was inevitable before sovereigns could be minted there, a gold 
Mohur of the same weight and fineness as the sovereign, was issued. 
In April and May of 1 918, a grave currency crisis seemed imminent 


1 There wae profit in these traosaotiona and all kiods of ingeoious artifices 

Were e nployed to secure it. Uefore the seoood of the above two prohibitory 
measures was taken, particularly tbe^despateb of sliver by rail and poft» at ooe 
tiiae Bombay ther« HC«Me1ly do fewer than 8 tone of *i?ver 

aweitieg despjiteb. 

2 These were withdrawo aud oeaied to be coined a few years later. 
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and government escaped from inconvertibility by the skin of its 
teeth. The demand for silver currency was large and insistent, and 
its stock with government was as rapidly exhausted as it was re- 
plenished,' On 20th May, tlie despatch of specie by rail on private 
account was prohibited and this measure was followed shortly after- 
wards by the prohibition of transmission of specie by post. Sup- 
plies of silver ran short, and the new rupee coinage and the absorp- 
tion of rupees in 1918-19 were Rs. 50*7 and 45 crores respectively. 
The silver supplied by the government of the U. S. A. under the 
Pittman Act was of the greatest use in the crisis. The keen demand 
for currency in India need cause no amazement. For four years 
pu'or to 1919 the imports of the precious metals on private account 
were proliibited or restricted and were, in consequence, abnormally 
low, and the void created was being filled up by the absorption of 
currency. It is necessary to bear in mind here that though the 
total absorption of the precious metals in the forms of coin and bul- 
lion was heav>^ in the years 1 91 6-1 7 to 1 91 8-1 9, it was by no means 
larger tlian in 1911-12 and 1912-13, and tliis will be evident from 
the following figures : — 


1911 - 12 

1912 - 13 

1913 - 14 

1914 - 15 

1915 - 16 

1916 - 17 

1917 - 18 

1918 - 19 


Private net Im- 
ports of gold coin 
and b^ion 


Private net Im- 
ports of silver 
coin and bollion 


Absorption 
of Rupees. 


Total 

Absorp. 

tiou. 


37-7 

37-5 

23-3 

8-4 

4‘9 

4*2 

•0 

•02 



years 191 ^ 1 ^ 0 ^ Rs. and ST Sorores durio«the 

was 8-3 crores in DecemW f 

April of the same year ^ was 6 8 orores in 

August, 1918, was Rs, 5J orores. Ae thelvl? *wo Indian Mints' output in 

2,600 ooics a minute in Calcutta' and 1 660 in Bomh *** at 

per second equals 70 coins worth an 

coined during the montll alora^Ms r:^^^^ 

itretob across a apace to the i / t would 

Cap. Como,l„.-’-s.r„„e, Montagu* Co. *“ 

69 
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Before gold coinage was suspended in April, 1919, 2,110,000 
Mohors and 1,295,000 sovereigns had been coined in Bombay. On 
account of the premium upon gold in the bazar, the sovereign selling 
at as much Rs. 19, gold coins liardly circulated as currency, though 
in 1917 and in 1918, government issued sovereigns and mohors 
amounting in value altogether to £ 11 million. In order to supply 
to the public the gold for which there was an exceptionally keen 
demand, government commenced, at the end of August, 1919, 
fortnightly sales of that metal and succeeded in bringingdown its price 
to an appreciable extent. These sales were continued into the next 
year with the view to adjust the price of gold to the new ratio 
adopted on the recommendation of the Babington Smith Committee. 

192. Babington Smith Committee : — It was no defence of 
the exchange standard to say tliat under it, government was at 
liberty to raise the value of the rupee as circumstances required, 
because tliat value liad been fixed as that of so many grains of gold, 
the rupee being regarded, for all practical purposes, as a bit of gold 
and not of silver. It may be urged tliat the gold standard in Great 
Britain and in other countries did not fare better than the Indian 
system : but that is a different matter altogether. The chaotic con- 
dition of the system of currency and exchange in India at last 
appeared to call for an inquiry and a suitable remedy. On 30th 
May, 1919, the Secretar>' of State, therefore, appointed a committee 
with Sir Henry* Babington Smith as chairman, and its report was 
published early in February, 1 920. The Committee was asked to 
examine the effect of the war on the Indian excliange and currency 
system and practice and upon the position of tlie note issue and to 
make recommendations as to modifications that might be thought 
necessar>* “ with the view to ensuring a stable gold exchange stand- 
ard”. The question of monetary standard was not kept open be- 
cause the maintenance of the exchange standard in the future was 
assumed, and the discussion of the problem of the establishment of a 
true gold standard was not to be revived. What was desired was 
the stabilizing of the exchange value of the rupee (wliich, in effect, 
meant the standard quantity of gold), at a suitable rate with due 
regard to the economic conditions which had developed themseUes in 
India and outside during the war period. 

The Committee attached the greatest importance to the stability 
of the value of the rupee and thought that if a large change had 
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taken place in it already, ‘ it may be preferable to establish stability 
at the new level rather than to submit to the further change which 
is necessary for a return to the old level, especially if the former 
course shortens the period of uncertainty. The alternative course# 
open if the rupee was not to be fixed at a high sterling rate, would 
have been (1) a reduction of the fineness or weight (or both) of the 
rupee, (2) the issue of 2 or 3 rupee coins of lower proportional silver 
content, (3) the issue of a nickel rupee, or (4) temporary and partial 
inconvertibility of the note issue. The Committee rejected all these 
suggestions on the ground that the rupee, with which the masses had 
become so intimately familiar, and to which they were, so to say, 
deeply attached, must, in no case, be tampered with ; and as regards 
inconvertibility, temporary or otherwise, it was simply unthinkable. 
There were really two courses open. Either the old monetary 
standard must be maintained and the rupee adjusted to it ; or the 
rupee must be kept intact and the standard itself must be changed. 
The Committee and the government preferred the latter course, and 
in effect, altered the Indian monetarj' standard. It was a confession, 
conscious or unconscious, that the exchange standard had failed. A 
consideration of vital economic importance which carried great weight 
with both was the prevalence of high prices outside India and to a 
smaller extent in this country. A high rate of exchange was regarded 
as an effective remedy against the impending equalization of internal 
with external prices.’ 

The most suitable rate of exchange was, in the opinion of the 
Committee, 24d. and it was to be expressed not in terms of sterling 
but in terms of gold. That is to say, the rupee was to be linked to 
:gold and not to the pound sterling. Gold coin was not in 
circulation in England and Treasury notes formed the great 
bulk of the full legal tender currency and these were not 
convertible into gold. The pound sterling was, therefore, at a 
discount. * The American dollar was convertible into gold and New 

1 This will be explained in the next ohapter, 

2 “The result is that there is a dWergenoe between the value of the pound 
sterling and the eovereiga. One hundred ounces of fine gold oome to be coined 
into 425 sovereigns, but at the quotation on 17th Deoember, (i08 8. 9 d. per os.) 
100 ounces of fine gold cost approximately £ 544 in sterling i. e. in notes. Thus 
£ 1 sterling (paper) is equivalent to 425/544 or *78 of the sovereign (gold), a 
disoount.of 22 per cent. ; or conversely, the sovereign (gold) is worth £ 544/425 
.or£l‘2e.^terling (paper,) a premium qf 28 per Qeat.'*->Beport of B&blD|toa 
^ithXIop^ittoe, paragraph 55, 
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York was the only free market for gold. The relation between the 
gold sovereign and the gold dollar is the relation between the quanti- 
ties of the metal contained in the two coins and it is expressed by 
saying that one sovereign= 4-8666 dollars. But in December, 1919, 
the pound sterling was quoted at £ 3-83, which meant a deprecia- 
tion of 21 percent. The discount on the British currency conti- 
nued, though on a slightly smaller scale, till the middle of 1 925 when 
the gold standard was restored in England with important reser\’ations. 
In view of this depreciation and fluctuation in the value of sterling, 
the Committee recommended that the rupee should be linked to 
gold and not to sterling. The stable relation between the rupee 
and gold was iixed at the rate of Rs. 10 to the sovereign or of one 
rupee for 11-30016 gmins of fine gold. What was India’s legal 
exchange st:indard ? The equivalence of the rupee to Vs- or about 
7 \ grains of fine gold. The high price of silver now rendered this 
relation impossible, and consequently a higher gold value was 
attributed to the rupee ; and the old standard was radiadly altered, 
being raised from 74 to 11^ grains of gold per rupee. There was 
no question of principle involved in the Committe’s recommenda- 
tion regarding the linking up of the rupee to gold instead of to 
sterling, as the Indian standard had been a gold and not a sterling 
standard, the rupee being equivalent to so many grains of gold. 
As to the practical aspect of the recommendation, experience soon 
proved how futile were the efforts to maintain the distinction. 

Having altered the ideal gold value of the rupee from onc-fif- 
teenth to one-tenth part of a sovereign and rendered it independent 
of the depreciation of the pound sterling, the Committee proceeded 
to make other recommendations. It wished that the import and 
export of gold into and from India should be free from government 
control and reiterated the opinion of the Chamberlain Commission 
that though the aim of currency policy should be to give to the 
people the fomi of currency they demand, ‘ gold can be employed 
to the best advantage in the government reserves where it is avail- 
able for meeting the demand for foreign rcmitbmcc.’ But iu order 
to relieve tlie prevailing monetary stringency and also to continue 
the practice of partly meeting the normal gold demand of certain 
parts of India, the Bombay branch of the Roj'al Mint was to be 
reopened for the coinage of sovereigns or an Indian gold mint was 
to be established to issue mohurs, ftnd the obligation of government 
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to give rupees for sovereigns was to be withdrawn in view of the 
prevailing shortage of silver, though in normal times facilities were 
to be given for the conversion of legal tender gold into the legal 
tender silver coin and vice versa. The public was, of course, to be 
given opportunities to exchange sovereigns in their possession at 
the rate of Rs. 1 5 per sovereign at the time of the introduction of the 
new ratio. It was further recommended that the prohibition on 
the private import and export of silver should be removed in due 
course and that the import duty on silver should be repealed unless 
the fiscal position demanded its retention. The suggestion which 
had been placed before it in favour of a modification in the practice 
of purcliasing silver for coinage and of arranging for its purchases 
in Bombay, which has a large bullion market, to the benefit of the 

government and the advantage of Indian dealers, did not commend 
itself to the Committee who refused to make any recommendations 
in that behalf. The Committee made important suggestions regard- 
ing the Paper Currency and Gold Standard Reserves which have 
been already alluded to. The higher rate of exchange would 
necessitate the revaluation of sterling investments and gold in 
the Reserve at 2 s. to the rupee, and the loss due to depreciation 
resulting from this operation, it was suggested, could be made 
good from savings accruing from the rise in exchange, in a limited 
number of years. 

193. (Criticism : — It will be seen that several of the recom- 
mendations of the Babington Smith Committee were designed to 

readjust the Indian currency system consistently with the mainten- 
ance of the exchange standard and were incidentally calculated to 
meet the wishes of the critics of government’s currency policy in 
certain respects. The Indian monetary standard liad, in fact, 
become a hybrid. A free gold mint was incompatible with the 
exchange standard, and if one was to be permanently established 
there was no point in refusing to develop a true gold standard in 
the country. Leaving the question of the high rate of exchitnge to 
be discussed in the next Chapter, we may here say that the altera- 
tion of India's monetary standard by the executive action of govern- 
ment and the general working of the gold excliange standard during 
and after the war, had caused deep and widespread dissatisfaction in 

toe country. Mr. Dalai, the only Indian member of the Babington 
Smith Committee, could not agree with his colleagues on the funda- 
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mental questions at issue. He strongly protested against the 
change in India's money standard* which was the legal ratio ol 
1:15 between the sovereign and the rupee, and he characterised 
tlic change as “ a veriti\ble revolution in her currency arrangements 
which must cause a widespread and lasting hardship amongst the 
masses of the people of India. ” He, therefore, recommended that 
“ the money standard in India should remain unaltered, that is. the 
standard of the sovereign and the gold mohur, with rupees related 
thereto at the ratio of 1 5 to 1 . 

Mr. Dalai further stated that it was not also necessary to alter 
the currency standard and that the high price of silver was not a 
sufficient justification therefor. He thought that the large demand 
for currency in India was caused mainly ‘by the acceptance in Lon- 
don of payments due to India in the form of sterling which could not 
be transmitted to India by the usual methods.’ The indebtedness of 
foreign nations to Indu\ could have been liquidated by the floatation 
of loans by them here if the import of the precious metals was im- 
practicable. Great Britain paid for U. S. A. imports by the export of 
gold and of American securities held by British citizens and also by 
floating loans in America. The same procedure could have been 
followed with reference to India’s favourable trade balance.® But 
no such steps were thought of and the action of the Indian govern- 
ment in prohibiting the exports of silver, the exclusion of the Indian 
stocks of that metal from the world’s markets and the enhancement 
of the rate of exchange, drove silver prices to high levels. The mere 
fact of India selling her silver would, in Mr. Dalai’s opinion, have 
shaken the strength of the silver market ; and the sale of its silver 
currency by the government of the U. S. A. in similar circumstances, 
lends support to liis contention. 


1 ** In coDtradiitioction to this legally established standard, the gold 
exchange standard has no validity. It has not been clearly and explicitly defin-^ 
ed. The authorities who conduct it, exercise the widest discretion in its regula- 
tion but hitherto havs been careful to respect the legally constituted ratio 
between rupees and the sovereign. ” 

2 ** Still there is little room for doubt that, during the war, British Govern- 
ment loans could have been successfully floated in India on a very large scale on 
the same lines and terms as some of those publicly floated in the U. S. A. to meef 
the expenditure of the Imperial Government/' 


CRITICISM 


547 


The minority report of Mr. Dalat anticipated and echoed 
the views of the critics of the excliange and currency policy 
of government in India when he asserted : » India is fairly entitled 

to a system of sound money. The gold exchange standard has failed 
to provide such a system, and I am unable to make any recommen- 
dations for its continuance which would secure the stability it lias 
lost. I consider that the authorities had no right to take the action 
of raising the rate of exchange and, in my opinion, it is their duty to 
proceed to undo what they have done. ” The Committee had indeed 
an exceedingly difficult task set to it. Economic conditions all the 
world over were so uncertain that a forecast of the developments 
even of the near future was surrounded with risk. It based its con- 
clusions on the probability of world prices remaining high and was 
careful to state that “if contrary to expectation, a great and rapid fall 
in world prices were to take place, and if the costs of production in 
India failed to adjust themselves with equal rapidity to the lower 
level of prices, then it might be necessary to consider the problem 
afresh. " Mr. Dalai’s remedy was the free coinage of gold Mohurs 
for the public, the minting of a new coin with the face value of Rs. 2 
and containing silver of reduced fineness as compared with that of 
the existing rupee so long as the price of silver was over 92 cents 
and the issue of a new 8 anna silver piece of reduced fineness to be 
full legal tender. 

The extraordinarily high prices of silver threatened the token 
currencies in England, France and other countries, and their 
governments met the emergency by issuing notes of small 
denominations and by preparing to debase the silver coins 
or to manufacture new coins. It had been proposed, and 
the proposal was approved by Mr. Dalai, that on the above 
lines, while the existing silver rupee of 1 65 grains of fine silver 
should be continued full legal tender, its further coinage should be 
stopped and as long as silver prices ruled high, rendering the bullion 
value of the rupee higher than its face value, government should 
issue 2 rupee silver coins of reduced fineness as legal tender, making 
it impossible for the new currency to go to the melting pot. If the 
choice lies between altering the standard of value and the metallic 
contents of a token coin, the latter alternative is certainly preferable, 
because it is less radical and disturbing in its effect. And this 
method has been followed in several countries during and after the 
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\v;ir. i'lie rupee is, after all, a token coin and a change in its silver 
content would not have been a serious matter. But the government 
was oveiwhclnied with apprehensions regarding tl)e political and 
social effects of the measure ; and the Committee on Currency and 
hxchiinge regarded the weight ofits opinion as decisive. The objecliou 
was certainly not entirely baseless and the adoption of the measure, 
often erroneously characterised as 'debasement' %vas surrounded with 
administrative difficulties, particularly the prospect of the new coin 
driving the full-weight rupee out of circulation. But as a matter of 
fact, government, which faced worse difficulties and would, at ojie 
time, have taken the risk even of inconvertibility of its notes, need 
not have shied at the proposiil to issue a new token coin, if it could 
have saved the country’s monetary standard thereby. 

Readjustment We shall now bring up to date the 
narrative of the general development of the currency system during 
the six years following the publication of the report of the Babington 
Smith Committee and government’s acceptance of its principal re- 
commendations. At the beginning of the official year 1 920-21, the 
restrictions on the import of gold bullion and coin were in operation. 
All imported gold was acquired by government, and the acquisition 
rate was altered on 2nd February, 1 920, to Re. 1 for 1 1*3001 6 grains 
of fine gold. The sovereign, however, provisionally remained legal 
tender for Rs. 1 5, restrictions on the import of gold bullion and 
foreign coin were removed on 21st June, and by an ordinance of the 
same date. Ordinance No. Ill, gold coins referred to in section 11 of 
the Indian Coinage Act ( III of 1906), ceased to be legal tender. 
Sovereigns were to be accepted at the old rate by government during 
a moratorium of 2 1 days, on the expiry of wliich the restrictions over 
the import of British gold coins were also removed. The totil 
amount of sovereigns received at currency offices and treasuries, was 
,€ 2^ millions. All these measures Nvere preliminaries to the adop- 
tion of the new ratio of the rupee and the sovereign, 10 to 1, recom- 
mended by the Currency Committee. Legal effect was given to that 
recommendation by t\\^ Indian Coinage (Amendment) Act, No. 
XXXVl of 1 92u wliich received the assent of the Governor General 
on 9tli September, 1920. The legal tender character of the sovereign 
and the half-sovereign, suspended by the Gold Ordinance of 20tli 
June, 1 920, was thus restored bv law : the market price of the gold 
coins was another matter. 
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Since September, 1919, government had been selling to the 
public, gold purchased in London, and also acquired in India. The 
sales were intended to reduce the premium on gold that prevailed in 
the country and to help the establishment of the new ratio which 
required cheap gold, at Rs. 1 6 per Tola, and likewise to support ex- 
change by reducing gold imports. Owing to various restrictions on 
the free movements of gold in this country and outside, its price in 
1 91 8 and in the early part of 1 91 9, was unusually high, standing at 
Rs. 32 per Tola in August of that year. In the mean time, however, 
the American embargo on gold was removed and the market for 
South African and Australian gold was freed. This opportunity was 
availed of to purchase large quantities of the metal for India, and the 
purchases assisted the transfer of Indian funds accumulating in Lon- 
don to this country and the cheapening of gold in the market here. 
There were 13 sales of gold between September and the close of 
March; and the total quantity sold was 90,59,710 tolas. The price 
of the metal was brought down by this means from Rs. 28 to Rs. 22- 
13. The sale of gold had the effect of reducing the demand for cur- 
rency and the circulation of notes. There were 12 more sales bet- 
ween April and September of 1 920, and the total amount of gold taken 
up by the public was 1,25,29,925 tolas. The cessation of sales in 
October pushed up the price of gold steadily and it stood at Rs. 30 per 
Tola on Slat March, 1921. In the absence of other favourable factors, 
this measure thus failed to lower the price of gold and to help in the 
establishment of the new monetary standard. In the course of the 
yearl920-2l, all the remaining restrictions on the movements of the 
precious metals necessitated by the extraordinary circumstances of 
1 91 8, were removed, and the recommendations of the Currency Com- 
mittee in that behalf were carried out. The restriction imposed on 
the transit of silver by rail and boat was taken away on 1 kh June, 
1 920 ; and on 20th July, was cancelled the prohibition on the 
export of silver, imposed in September, 1917. 

In September, 1919, owing to difficulties in the ways and 
means position, legal powers had been taken by Act XXVI of 1919 
temporanly to increase the permissible holdings of securities in the 
Paper Currency Reserve to Rs. 120 crores, of which Rs. 100 crores 
were to be held in British Treasury Bills. Owing to the heavy 
^alcs of. reverse councils, the Secretary of State had to dispose of a 
jwtioii of the sterling sctyarities in the Reserve, and in the absence 
70 
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of permission to increase investments in Indian securities, 
it would have been necessarj'to cancel notes in this country to the 
full rupee equivalent of the sterling securities sold. It was thought 
that this proceeding would cause a serious monetary crisis in India, 
and Act No. XXI of 1920 was passed in March to remain in force 
till 1 St October of the year, continuing the existing figure of 120 
crores ns the limit of permissible investment but abolishing the 
restrictions as regards the locale of the securities and their sterling 
or rupee diameter. The above mentioned Act was replaced by Act 
No. XLV of 1920 wliich came into force on 1st October. The latter 
gave effect to the recommendation of the Currency Committee re- 
garding the constitution of the Currency Reserve, while providing 
for a period of transition. The gold and the sterling securities held 
in the Resen’e were revalued on 1st October at the rate of Rs. 10 
per sovereign, and the deficiency resulting from the revaluation was 
made up by 12 months’ Treasury Bills of the Government of India 
issued by the Controller of Currency to the Reserve. It was pro- 
posed to utilise the interest on the security reser\'e to wipe off the 
‘created’ securities, and therefore, the above loss, but effect was not 
given to the proposal. The composition of the Reserve, assumed a 
radically altered form towards the close of 1920-21 as compared 
with what it was a year before, as a- result of government's effort to 
maintain exchange at a high level’ and of the changes mentioned 
above. On 31st March, 1920, the securities held in England and 
India were worth respectively 67.6 and 19.5 crores : and a year later 
they were valued at 8.9 and 68.0 crores respectively.* The gold 
holding had been reduced in the year by 20 crores and the silver 
holding had increased by 28 crores. 


1 These exchange and remittance operations will be explained at length 
in the next chapter. 

2 “In 1919-20 and 1920-21 the total amount of Reverse Councils sold was 
jl 55, ‘'32,000. The entire amount was in the first place, met from the Seoretar? 
uf State's treasury balance and the sale proceeds of the bills were oredited to the 
treasury balance in India. Between March and October, 1920, however, the Beore- 
tary of State drew £ 46,650,000 from the Paper Currency Reserve in England and 
the withdrawal of this amount would have involved a contraction of the currency 
in India to the extent of Rs 68:73 crores if the Government of India bad not 
issued ad hoc treasury bills to the Paper Currency Reserve in India to the 
exteu of Rs. 31'05 crores'*.— Hilton Young Commisiion’e- Report, Appendices. 
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195, ‘Wait and See* Policy The pressing appeals made 

to government so early as in 1921 that it should cause another 
inquiry to be made into the currency and exchange situation and 
that it should retrace its foot-steps to the position occupied before 
the last investigation, is an instructive commentary on the measures 
taken by the State in connection therewith and the course which 
events followed. Government miscalculated the effects of the policy it 
adopted ; its forecast of the immediate economic and financial future 
of India and of the world, went hopelessly wrong ; the assumptions 
underlying the recommendations of the Cunrency Committee were 
not satisfied ; and yet having once started on the path chalked out by 
itself, government persisted in its march in spite of warnings and pro- 
tests till at last the finances and the currency system of the country 
were thrown into utter confusion and a dead halt liad to be called. 
“Waitand see”, then became the motto of official declarations. Afterthe 
exchange was left to take care of itself when the new ratio of 1 : 10 
could not be maintained, in spite of frantic efforts and heavy losses, 
whatwasthcmonetary standard of India? Legally, it was 11^ grains of 
pure gold giving a ratio of Rs 10= 1 sovereign in gold, that is, 24 d. 
gold. But the market rate was, for months, IS^d. sterling per 
rupee and afterwards settled down in the neighbourhood of 18 d. 
The standard, therefore, was not a quantity of gold or sterling ; it 
was not also gold exchange. There was practically no monetary 
standard ; and the value of the rupee in sterling fluctuated for a 
long time with the sterling price of silver and then with the currents 
of foreign trade. In and after 1922-23, the relation between the 
price of silver and the exchange value of the rupee ceased. The 
idea of fixing the value of the rupee at a certain level and maintain- 
ing it there was, for the time being, abandoned, and thus the gold 
exchange standard was given the go-bye. ' The policy of the near 
future was made to depend, apparently, on the anticipated recovery 
of the export trade and the rise of the rupee with the increased 
demand for currency. But was it to be fixed at 16 d. or at 24 d.? 
(The most likely rate was 1 8 d. — a level at which the rupee had stood 
for nearly two years ). Should the exchange standard be restored 
or ought a full gold standard be established ?- Another commission 
of inquiry was expected to answer these questions ; and the cold 
logic of events, as they occurred, was to be the determining force. 
Havihg had their fingers once burnt, government became extremely 
cautious and waited for a decidedly favourable turn of events. 
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The years 1924 aad 1925 were a period of masterly inactivity 
ir affairs relating to the national currency. Government recognised 
tK^t a balanced budget was a condition precedent to the rehabilita- 
tion of the normal system, and maintained that the task could not be 
successfully achieved until the general economic situation in the 
world had undergone material improvement. The 2 shillings gold 
ratio appeared to be hopeless and a return to 1 6 d. was considered 
impracticable and undesirable. Steps were taken early in 1925 to 
relieve seasonal monetary stringency by an amendment of the 
temporary provision of section 1 9 of the Paper Currency Act of 
1923 so as to raise the permissible investment of the Reserve from 
Rs. 85 crores to 100 crores and thus with a corresponding addition 
to paper currency, to prevent the rate of excliange from rising above 
18d. Commercial opinion in Bombay pressed for the restoration 
by law of the old currency ratio but the Finance Member, Sir Basil 
Blacket, was adamant. He maintained that India had been saved 
from the disaster of high prices by a high rate of exchange and that 
the 1 8 d. rate, which had prevailed for months, was disadvantageous 
to none, either producer, consumer or taxpayer, whereas the res- 
toration of the old ratio would result in inflation of currency. Large 
quantities of gold that were coming into the country, were going 
into the hoards as they could not be turned into currency so long 
as the ineffective ratio of 2 shillings stood on the statute book. The 
Finance Member stated that monetary stringency was being effective- 
ly met and that he did not believe in a gold currency but soften- 
ed to this extent that he declared in favour of taking the Indian 
currency system nearer to the real gold standard than had 
been the case before the war, and liis government expressed its 
readiness to appoint a commission to inquire into the whole ex- 
change and currency problem before the end of the year. In the 
opinion of several thinkers the time was opportune, when Great 
Britain and other countries had gone back to the gold standard, for 
India to adopt a full fledged gold standard system instead of tinker- 
ing with the rate of the rupee-sterling exchange. Bills were actually 
drafted as models for currency legislation, and they provided for 
currency notes based on gold, for a gold mint and for a limited 
legal tender rupee — in fact, for all the characteristic features of a 
gold standard as distinguished from a gold exchange standard. Some 
of the proposals stopped short at the restoration of the old ratio and 
others provided for a transitional stage. 
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HUtoa Yoaog Commission .—By August, 1 92 5 it had 
come to be believed that an inquiry into the currency system of 
India would be justified by the steady improvement taking place iu 
the economic and monetary situation in the world and particularly 
by the restoration of sterling to parity with gold in the middle of 
1925 ; and the Royal Commission presided over by Lt. Commander 
Hilton Young was appointed. It had to define the currency stand- 
ard for India, suggest the authority that should control the currency 
and propose a suitable rate for the stabilization of the rupee. We 
shall restrict ourselves here to the consideration of the recommenda- 
tions and arguments of the Commission only in so far as they relate 
to the subject matter of tliis chapter. During the four years preced- 
ing this inquiry, India had practically no monetary standard ; such 
as it had according to law, was ineffective and the executive govern- 
ment had been working up to a new one, upon which it had 
apparently set its heart. The value of the token currency, both 
silver and paper, was being maintained between the gold points 
corresponding to a gold parity of Is. 6d., and gold currency was 
not in circulation. Without assuming any positive authority in that 
beh^f, and as currency authority, government was freely purchasing 
sterling when the rate stood at Is. 6 *ad. and authorised the Imperial 
Bank to sell sterling at Is. 5 |d. There was no statutory basis for 
this rate and consequently for the monetary standard it constituted.’ 


A careful examination of the currency system revealed to the 
Commission the following grave defects (1) “The system is far from 

simple, and the basis of the stability of the rupee is not readily in- 

tellipble, to the uninstructed public." (2) “ There is a cumbrous 
duplication of reserves, with an antiquated, and dangerous, division 
oj^esponsibibty for the control of credit and currency policy. ” m 

o?^ur«ncr e^qpansion and contraction 

01 currency Such inovements are wholly dependent on the will of the 

tion ofThrin^' •” The condemna- 

tion of the Indian currency system, so much eulogized, could not 


can be found deaned m no notifioatio/or 

ba impUed from note of the governiient n t ‘o 

aotfl are sabjeot to no atatatorv ^ ourrenoy. and thoao 

Oommleeion. or control. “-HiUon Young 
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liLive been stronger, and it was obviously necessary to alter it radi- 
cally. The Commission examined three alternative methods of 
reform, viz. (1) the perfection of the sterling exchange standard, (2) 
the adoption of a gold exchange standard and (3) the adoption of a 
gold standard proper, with or without a gold currency, and reject- 
ed the first two as defective and undesirable, giving its preference to 
the third. Apart from the technical difficulty created by the price 
of silver rising above the melting point of the rupee, combined with 
the obligation to redeem paper money in silver coins, the Commis- 
sion thought that the chief defect of the exchange standard was 
that ‘ although it secures stability, it has not the simplicity which is 
essential to secure the confidence of public opinion for any currency 
system under present conditions in India' and thus it laid its finger 
on one of the weakest spots in the system. The Commission very 
wisely did not ignore the fact that there was a large body of public 
opinion in India which was suspicious of the meclianism of the ex- 
change standard, however refined it might be, and felt convinced 
tluit it could be manipulated and handled in a manner not consistent 
with Indian interest. 

This avowal on the part of the Commission vindicated the 
attitude of the opponents of Government’s currency policy and 
evinced a correct appreciation of the danger of seeking to introduce 
and establish in India economic systems ill-suited to the sentiment 
of the people and to the political and social conditions prevailing in 
the country. The Commission did not, however, pursue its thesis 
to its logical conclusion and disapproved a scheme presented by the 
Finance Department of the Government of India, providing for the 
cautious introduction of a gold coin and gold notes. In his memo- 
randum submitted to the Commission, Mr. Denning, Controller of 
Currency, reviewed the defects of the excliange standard, and while 
admitting that ‘ the ideal to be aimed at is the system now in force 
in Great Britain under which the note is the sole full legal tender 
in circulation and the gold value of sterling is stabilised by the 
statutory obligation imposed on the Bank of England to buy and 
sell gold at a ratio corresponding roughly to the par of exchange,' 
he deliberately concluded that the only way of remedying the de- 
fects in the Indian system within a reasonable period was “ by 
establishing a gold standard with a gold currency in circulation."' 


1 Report of tbo Commisaion: Appendicet. 
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Sir Basil Blacket similarly expressed a favourable disposition to- 
wards a full gold standard. The Commission, however, objected to 
the scheme on the grounds of (1) the adverse effect of India’s 
anticipated absorption of about £ 103 million of gold (in addition 
to normal absorption for the arts ) on credit, rates of interest and 
gold prices throughout the world, (2) the unreliability of the esti- 
mates of the amount of gold required and the time at which it 
would be required, (3) the disturbing and detrimental effect likely 
to be produced on the silver market of the world, (4; the loss in 
silver value that would be imposed on the masses in India, (5) the 
probable undesirable effect on Indhi of the reaction of the scheme 

on China and other silver using countries and (6) the improbability 

of British and American co-operation being secured for the carryin? 
through of the plan. The Commission felt that these objections 

were decisive againsUhe proposals and that their main object, viz. 

educating the public in the habits of banking and investment, was not 
likely to be achieved through^the introduction of a gold currency. 


f =-If the Commission agreed 

Ifevld " a 'Itmvbacks and be- 

lieved that the introduction of a gold currency was both impracticable 

uold^H^ the Indian currency with 

It fen f ■" P^Wic mind ivith respect to it ? 

scheme, ‘>>6 Lindsay Ld Probyn 

bullion b?^*"^ w ° j ^ previous page' and provided for goW 

gold standard as rnSrTg^rb^s^t^rbe"'. 
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for rupees and notes, the circulation of currency would be con- 
tracted ; and expansion of currency would be secured when gold 
bars tendered by the public to the currency authority are 
exchanged by it, for notes or rupees. The convertibility of 
the rupee and paper currency into actual gold being guaranteed 
it was believed that the confidenceof the public would be enlisted 
and the temptation to hoarding would be successfully checked while 
the issue and circulation of gold coins were calculated to cause an 
uiniccesssary waste of the yellow metal to the serious disadvantage 
of western nations without assisting the maintenance of the Indian 
exchange ratio. ' The obligation to buy and sell gold at the par of 
excliange, would, however, involve the currency authority in the 
difficult task of providing gold at unfavourable prices for non-mone- 
tary as well as monetary purposes. It was, therefore, suggested that 
the buying and selling rates should be so fixed as to discourage the 
public from resorting to the currency authority for the supply of 
gold for other than the purely monetary purpose. The gold bullion 
standard recommended by the Commission and adopted by Govern- 
ment, rested on the relation of internal currency to gold correspond- 
ing to the ratio Re.l=18d. or 8*4751 1 grains of gold for one rupee. 
The Indian monetary standard was thus legally changed once more 
as it had been done before on the recommendation of the Babington 
Smith Committee. 

The Commission did not fail to perceive that in the absence of a 
gold currency the public at large would be far from able to see the 
tangible link between the gold standard and the sQver and paper 
currency, and it had consequently “to find some further and more 
direct and visible means for bringing it home to the masses that gold 
is the standard of value of the rupee and that the one is convertible 
into the other.” Such a means was to be “the offer by the govern- 
ment “on tap” of savings certificates, redeemable in three or five 
years, in legal tender money or gold at the option of the holder.” 
These were proposed to be issued in denominations of one tola and 
integral numbers of tolas, and sold for legal tender money, at a price 


1 "For the purposes of India this standard fulfils the essential condition 
that >t should be not stable only, but simple and certain. It provides the token 
currency with a right of oonvettibility that is intelligible to the unlnstruoted, and 
with a baokisg that Is tangible and visible. In short it has tbs charaoteristie* 
neeeeeary to inspire confidence in the Indian peopis"- — Ropoft. 
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which would give the holder an attractive yield in interest. The 
Commission discounted the fear that was expressed in this regard that 
the certificates would have the undesirable effect of stimulating a fresh 
demand for gold by the observation that on the contrary the offer 
of the certificates would constitute a powerful incentive to invest- 
ment and an effective antidote to hoarding. The scheme propound- 
ed by the Commission necessitated the establishment of a Reserve 
Bank that would perform the functions of a central bank, correspond- 
ing to those performed by similar institutions in western countries. 
Government would thus be freed from its currency responsibilities as 
well as the partial obligation in relation to control of credit ; and a 
unity of policy in both respects would be ensured by a banking 
institution taking over duties which a government is ill-fitted effici- 
ently to discharge. 


198. Radical ehanges:— The Reserve Bank was to have the 
sole right of note issue, and in a few years Government notes were to 
cease to be legal tender except at Government Treasuries. The 
notes of the Bank were to be full legal tender and were to be guaran- 
teed by government. As it was intended to assign to the rupee a 
subordinate position ultimately, the legal obligation to convert paper 
currency into silver coin was to be withdrawn though facilities were 
to be given for the free interchangeability of the different forms of 
legal tender currency. One rupee notes were to be reintroduced and 
made fuU legal tender. While the legal tender character of the silver 
rup^ was not to be changed, notes other than the one rupee note 
would be legaUy convertible into notes of smaller denominations or 
^Iver com at the option of the currency authority. The Paper 
Currency and Gold Standard Reserves would be amalgamated and 
the proportions and composition of the combined Reserve would be 

Tin 1 ® ‘‘P™P»rtional reserve" system was to be 

adopted and the silver holding would be substanUally reduced in the 

course of ten years. It wiU be seen from the above description of 

the new system proposed by the Hilton Young Commission that it 

Teva W r «PP™™>ate to the system of central banking 
present in western countnes. Owing to the effects of the war 

European nations were compeUed to adopt a gold bullion standard 

at least for the time being ; and it was anxious to conserve the 

central banks to support national currencies and were to be prevent- 
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ed from being dissipated in the form of gold currency. It was be- 
lieved that there would be a disastrous fall in prices, involving in- 
dustries in ruiu, if the supply of gold for monetiiry purposes fell 
short of the demand, and the danger was apprehended that if India 
was permitted to have a gold currency, this result would inevitably 
take place. 

The Hilton Young Commission was strongly influenced by 
the apprehended serious situation of the western world which was 
engaged in the task of economic and monetary rehabilitation, and 
though it observed that public confidei^ce was the essential condition 
of the success of a currency system, it stopped short of recommend- 
ing the issue of a gold coin in India. In this respect it shared the 
views of its two immediate predecessors and of western financiers 
generally, and could not enter into the spirit of the wishes and the 
needs of the Indian public. Its attitude was more cosmopolitan 
and non-Indian than national and Indian. From the point of view of 
pure theory, even a paper standard is unobjectionable, and a bullion 
standard stands nearer to a gold currency standard. But it is 
practical considerations that ought mainly to count here, and that is 
why departmental opinion in the Indian government favoured a gold 
currency. The difficulties surrounding the introduction of a gold 
coin, including the one relating to its cost, were exaggerated 
by the Commission, and the possibility of the carrying through 
of a cautious scheme was scouted. The repercussions on India 
of an inadequate supply of gold in western countries Ci\used by 
the circulation of gold coins here, cerbiinly deser\'cd considera- 
tion ; but the self-denying ordinance imposed on India in this 
respect was not indispensable. The \'iew of the future of work! 
supplies of gold taken, was unnecessarily too gloomy, and in any 
case, opinion on this subject is not unanimous. It is probable that 
nations like England will return to the full gold shtndard in the 
near future, and it is unfortunate that the opportunity to introduce 
tliat system here should have been allowed to pass by. It is feared 
that the drawbacks of the e.xcliange standard will characterise the 
working of the bullion standard also, and the mistake now commit- 
ted may be discovered in a few years when it may be difficult to 
correct it. Indian public opinion did not, therefore, accept the 
recommendation of the Commission in this regard, but the Govern- 
ment of India was converted to the views of the latter and the 
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legislature was asked to give effect to them. Gold was thus demone- 
tised and preparations were made to inaugurate the Reserve Bank 
which was to control currency and the Reserves. The latter scheme 
was, however, rejected by the legislature, and a gold exchange stand- 
ard at 1 8d. per Rupee, was put in operation. The position was, 
therefore, of a stand-still, except that government sold quantities of 
surplus silver in the Currency Reserve to maintain the new 
exchange ratio, and nothing further was done in furtherance of the 
policy recommended by the Currency Commission, Only a central 
banking inquiry committee was appointed in 1 929, with provincial 
committees, to investigate the problem of banking organization in the 
country. More recent changes in connection with rupee and paper 
currency as also the composition and the size of the Currency 
Reserve, will be conveniently described in the following chapter as 
they are intimately bound up with exchange policy. 

Select References. 

Hartley Withers: TAflil/Ieanmy<^J/«>ney;Nichol8on: Monty and Monetary Problems\ 
J. L). Laiighlin : The Principles of Monty ; B. W. Komtxicrcr : Modern Currency 
Reforms ; C. A. Philips : Readinys in Mortcy and J3a>iking ; from Papera 

retaliny to Gold Currency in India i JiooTy Dunning Macicod : Indian Currency; 
Q. Findlay Shiiras ; Indian Currency and Banking ; V. G. Kale : Currency Reform 
in India; J.M.Keyar'.a: Indian Currency and Finance; Alakh Dhari : Currency 
Organization in India ; H. F. Howard : The Gold Standard : S. K. Sarma : Indian 
Monetary Problems ; Reports of the Hertchell and Fowler Committees on Indian Cur- 
rency ; Report of the Royal Commission on Indian Currency and Finance^ lOlS ; 
Annual ReporU of the Currency Department; Report of Committee on Indian 
Currency and Exchange, mo ; liweiny CmscI X The World's Monetary Problems; 

D. H. Robertson \ Money ; II. L. Cliablani : Indian Currency and Exchange ; K. T. 
bhah : Indian Currency, Exchange and Banking ; Report of Hilton Young Conimis- 
ston on Indian Currency and Exchange; Publications of the Indian Currency League > 
Evidence taken by the Banking Inquiry Committees. 



CHAPTER XIL 


FOREIGN EXCHANGE AND FINANCE. 


199- Mechanism of Exchange If full payment in money 
or gold or silver bullion was to be made to foreign countries for 
commodities imported from them and if they were expected to make 
similar remittances for articles exported to them, it would be a trou- 
blesome, inconvenient and wasteful proceeding, calculated to hamper 
trade seriously. The paper money of one country will obviously 
not be accepted for payments of debts in another. Even meUillic 
money will be taken outside a country only at its bullion value.* 
On account of their universal acceptability, the precious metals will, 
therefore, have to pass to and fro between nations to settle their 
claims on one another. But the trouble is avoided and the expense 
is saved by the mechanism of bills of exchange which enable interna- 
tional indebtedness to be adjusted very easily. Importers who 
have to make remittances abroad, purchase export bills (which are, in 
effect, claims to receive foreign money, and are orders issued to their 
customers by exporters of commodities to foreign countries), and 
send them to their creditors who realise the money from people on 
whom the bills are drawn and who are themselves saved the trouble 
of making remittances to their own creditors. If a balance of indebt- 
edness remains between countries after such adjustment has taken 
place, gold or silver may be remitted to make up the amount. The 
exports of a country arc said to pay for its imports and the trade is 
stated to be nothing but barter, commodities being exchanged for 
one another by the trading communities. This is perfectly true so 
far as the ultimate analysis of international trade is concerned. 
But trade is carried on by individuals and firms and they do not 
directly exchange commodities for commodities. Exports and im- 
ports of goods are specialized transactions and have to be separately 
paid for. But taking a country as a whole, we can speak of its 


1 The rare case of moiey like the soTereign, which was legal tender both 
in Great Britain and In India until lately, is an exception. 
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balance of trade as its exporters and importers settle their claims 
and obligations by the mechanism of exchange described above. 

International, as well as internal trade, is facilitated by dealings 
in claims for the payment of the values of goods, which sellers have 
oa buyers. Payment of the value of commodities purchased may be 
made as much by transferring to the seller claims to money as by the 
direct handing over to him of the precious metals, coined or otherwise. 
Sellers have to receive payment ; buyers have to make it; and claims 
to money are sold and bought to the great convenience of traders 
and the economy of money. As merchants form a link between 
producers and consumers and buy from the first to sell to the second, 
bankers and bill brokers purchase claims to receive payment in na- 
tional or international money and sell them, mostly in the form of 
remittances or drafts, to people who have to pay in the country or 
abroad. The reciprocal liabilities of two nations, as of two in- 
dividuals, arc not equal and the balance may be paid as much by the 
remittance of a bill of exchange as of gold. Bills can be transferred 
by indorsement and are always available in all parts of the world 
for payment abroad. India, for instance, imports more from England 
than she exports to that country and may be expected to make a 
remittance of the balance due to her. But if India is a debtor to one 
country, she is the creditor of many whose Indian imports exceed 
their exports to India. The liability of India can thus be transferred 
to other countries, who are, on the balance, her debtors. On account 
of England’s extensive commerce and shipping, her well established 
banking and insurance business and the stability of her standard of 
value, London lias become a great financial centre though the pre- 
eminence was shaken by the war and was challenged by New York. 
A bill on London is in universal demand and such bills are drawn, 
by arranpment with banks in all parts of the world, and become 
a convenient means of making payments.’ 

200. Foreign Exchange : — In domestic exchange, that is 

exchange between one part of a country and another, there are no 

complications of different currencies such as those which charac- 
terise foreign exchange. The currency is the same and the only 
thing to be done is that provision has to be made for making remit- 


1 Sot, Hartely Withers : Money Changing, Page 111. 
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tance of money for commodities purchased. The actual remittance 
of money involves trouble, risk and cost ; and in minimising these, 
lies the improvement of the system of exchange. In the busy 
season in India, rupees and currency notes, particularly the former, 
are sent from the port towns and commercial centres to the districts 
for payment to cultivators for their crops. But shroffs and banking 
houses finance this trade, and remittances are made through the 
instrumenbility of bills or ‘ hundies.’ A merchant who wants to 
make payment to a dealer in a distant place, will buy from a local 
banker a hundi for the required amount, and it will be duly cashed 
when presented and the remittance will thus be effected. Similarlv, 
the seller of commodities will sell his right to receive money to a 
banker who will recover the amount from the buyer and will receive 
a small reward for his trouble and expense. This hundi system has 
been in vogue in India for centuries and the internal trade of the 
country has been financed through its means. 

Before the days of railways,, the post office and a unified cur- 
rency, domestic excliange in India was surrounded with difficulties. 
The insecurity of carriage of bulky money from one place to another, 
was a serious difficulty, and therefore hundi rates were likely to be 
high and liable to fluctuations. But our indigenous bankers had 
an excellent organization and their system of remittance and trade 
finance worked with wonderful success. Even to-day, exchange 
between British territory and some Indian States which have their 
own distinctive currencies, is just like dealing in foreign exchange. 
The exchange between British India and the Nizam’s Dominions is 
not unlike tliat between two foreign countries. But on the whole, 
internal exchange has been very much simplified by the facilities 
which are now available. That exchange, briefly, involves the 
question of tlie price of money in a particular place as expressed in 
the terms of the same currency, made available in another place, and it 
is governed by the expense (including interest) and risk of remitting 
money and is regulated by the relation between demand and supply. 
The charge made by the banker is the price of the remittance. 

To understand the nature of foreign exchange we have to ex- 
tend to it tliis idea of domestic or internal exchange. The problem 
of foreign exchange is complicated, even in normal times, by the 
differences in the currencies of different countries, but the potent 
governing factor there also is the volume of imports and exports 
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and therefore the supply of and demand for remittance. The 
uncertainties relating to exchange between gold standard and silver 
standard countries or countries having a gold standard and those with 
paper currencies, are very great. The instability and fluctuations 
in the Indian exchange during the twenty years preceding the 
closing of the mints in 1 893, may be recalled here as an illustration. 
Even as between two countries having the same monetary standard, 
however, exchange may not be stable under certain circumstances, 
and the state of the exchanges of European countries with one 
another and with the U. S. A., during and after the war, is an 
instance in point. The indebtedness of a nation to others resulting 
from an excess of imports or from interest payable on foreign loans 
and obligations, will depreciate its currency, and the unprecedented 
fall of the mark and the croner and the vagaries of the franc in post- 
war years, illustrate the effect of the operation of these factors. 
There are several forces at work even in times of peace, which affect 
foreign exclianges in different circumstances. 


201. Rate of Exchange : — The mutual relation of the mone- 
tary standard and foreign exchange is intimate : in fact, they are 
two aspects of one and the same thing. This must have been obvious 
from the simultaneous references we have frequently made in tliis 
and the preceding chapter to India’s standard of value and the 
rupee-gold exchange ratio. The rate of exchange is the rate at 
which a definite amount of foreign money can be obtained and 
laid down in another country by the payment of national currency 
m one's own country. A merchant who wants to make a remittance 
in a foreign country, inquires how much he will be able to pay to his 

creditor abroad with a definite amount of the internal currency, or 

w ch IS the same thing, how much of the currency of his own 
country will be required to lay down a definite amount of foreign 
currency m another country. If the rate of exchange betweL 

London and New York is declared to be 4*866, it means that an 

^^erii to ^emit that amount of doUars to 

America by paying one sovereign in London ; or an American export- 

mpfih ‘f the exchange on Paris is 25-225, the same 

merchant ^ lay down that amount of francs in Paris by paying one 

Zr&Tr England ; or an English dealer wurreceive 

» for a claim on a French merchant, worth 25-225 francs. 
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The rate of exchange between countries having the standard 
coin made of the same metal, will be the relation between the weights 
of the metiil of a particular fineness, contained in the coins. Internal 
money is convertible into gold in each countr}’-, at least for 
foreign remittance, and it is therefore, possible to maintain 
the above relative position in international exchange. This is 
the ‘ mint par of exchange,’ and the actual rate will be above or be- 
low the par as the country has to receive more or less from foreign 
countries than it owes to them. The fluctuations in the rate 
of exchange are, however, limited to the ‘ gold points,’ and 
of the two methods of remitting money abroad, viz. sending 
gold and sending a draft or a claim to the payment of a parti- 
cular amount, that one will be chosen which is less expensive.' 
If the cliargc for remitting gold is lower tlian that for posting a 
bill, the former alternative will, of course, be preferred to the latter. 
The relative pre-war normal value of the English sovereign and the 
French Franc was 2 5f. 22c. to the sovereign, which was the mint par of 
exchange. If the cost of remitting one sovereign to Paris is saj' 7c. it 
will buy only 25f. 15c. in that city. A London merchant will prefer 
to buy a bill and send it rather than remit gold if he can obtain, say 
25f. 1 8c. ill Paris by the former method. This will, however, depend 
upon the mutual indebtedness of England and France and the 
ability of either country to balance the debits and the credits by 
means of arbitrage, that is, drawing upon third parties. Such is the 
simple way in which is determined the rate of exchange lying bet- 
ween the gold points in normal times. 

There can, of course, be no mint par of exchange between 
countries having currencies of different metals, but the general 
principles of foreign exchange given'above apply also to the recipro- 
cal relation between tliosc currencies. The fluctuations in the rate 
of exchange will, in these cases, be great, but at any given moment 


1 “ When the Dumber of people who want to send from Sydney to London 
is greater than the number of those wbo want to send money from London to 
Sydney, the latter will be in an advantageous position, and able to buy drafts on 
favourable terms, but the amount in Sydney that the sovereigns or cheques re- 
presenting sovereigns in London will fe tch can not rise above the exact equivalent 
plus the cost of remitting coin from one centre to the other. When that point is 
reached the exchange is at gold point.”— Hartley Withers: The Meaning of 
Money. 
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tliere will be a definite rate at whicli the currency of one country 
based on gold may be converted into that of another having a silver 
or paper basis. The market price of silver and the quantit}* of the 
paper money in circulation, will determine this rate of exchange. The 
exchange on India before 1 898 and on China even at the present day, 
are instances in point. The excessive issuesofpaper money in Germany, 
Austria and Russia in war time werb responsible for the abnormally 
low exchange values of their currencies expressed in terms of gold 
or sterling. Tlie British and French exchanges, as compared with 
the American, shared the same characteristics, though on a smaller 
scale. Export bills and remittances have a current market price 
like common commodities and these are subject to the operation of 
the law of supply and demand. Owing to the prevalence of high prices 
induced by the superabundance of currency caused by financial 
necessities of the State, the imports of a country exceed its exports 
and the supply of bills falls short of the demand for remittance, 
with the result that more units of national money have to be paid 
for procuring foreign currency and there is little gold available for 
export. Excliange thus falls and becomes unfavourable. 


202. Exchange Quotations The current rates of ex- 
change quoted from day to day take account of the charge for 
remittance and are based upon the condition and the prospects of 
the trade and the money market at any given time. The bank- 
ers toe to wa.t tUl the bills they buy, mature or are discount- 
ed by them. This cost they will add to the price they ask for 
remittence or deduct from the price they pay for their purcliase 
according to the nature of supply and demand. In the exchange 

T'’’" ““d purchases are “ ready " or 

forward , and bankers ‘cover’ their transactions in ordCT to 

Zfir rh ‘heir dealings. As banks must make a 

argin of gam. There is one other matter which it is necessary to 
make clear in this place, and it relates to the way in which foreign 
exchange is expressed. We may state either how of S" 

uirency a unit of our national currency will buy or how much If 

rencr^tocT foreTgn cur' 
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$ 4-86 and 123f. 20c. respective!)’ but that on Bombay is said to be Is, 
61d. That is to say, while exchange in London with reference to 
tlie first two countries is expressed in terms of the fojeign currencies 
that on Bombay, is expressed in terms of British money. From this, 
the Indian end, wc may say that one rupee will buy Is- d, in 
London but on the same principle, the exchange on Bombay would 
be expressed in London by being stated as Rs. 13-14-0, which is 
the amount of tlvc Indian currency that the sovereign will buy in 
this country. But it is the practice to express both, the exchange on 
London and that on Bombay, in English currency and it will be, say 
1 s, 5= d. and Is. 6id. 

The expressions ‘high’ and ‘low’ and ‘favourable’ and ‘unfavour- 
able’ exchange will prove misleading unless the sense in which 
they are used in particular cases is clearly understood. Exchange 
which is ‘low’ from one point of view, will be ‘high’ from the other 
viewpoint. A similar statement may be made with regard to 
‘favourable’ and ‘unfavourable’ exchange. A rate of exchange which 
is favourable from the point of view of importers is unfavourable 
from that of exporters. But exchange is generally said to be 
favourable to a country when it is in a position to receive more of a 
foreign currency for a definite amount of its own ; because it is in 
having to make excessive remittances abroad that the danger of ex- 
hausting national stocks of gold and embarrassing the banks of the 
nation by reducing the available backing for credit, is involved. 
National stocks of gold are jealously guarded as on them is reared 
the whole superstructure of a nation’s system of credit. As soon as 
there are signs of a coming demand for the export of gold, banks raise 
their lending and discount rates and thus discourage the operation 
and even attract funds from abroad. It is interesting to note that low 
or ‘unfavourable’ exchanges were advantageous to producers and 
exporters in countries whose currencies had depreciated, that is, lost 
their power of purchasing gold or international currcncy,because they 
received for their goods more in national money than in normal times. 
Depreciated exchanges were, therefore, looked upon as a menace to the 
industries of Great Britain, India, the U.S.A.andthe British Dominions 
and were made a ground for anti-dumping measures. The Indian 
government has regarded a high exchange rate as conducive to the 
best interests of the consumers and tax-payers though it has ever 
been a subject of protest on behalf of the large body of producers. 
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203 Indian Exchange;— Having bricHy stated the general 
principles of foreign exchange, we shall now proceed to describe the 
nature and the course of exchange in the case of India. The question 
of foreign exchange has pla 3 ’cd a very important part in the develop- 
ment of the currenc}' and financial organization of India owing 
mainly to three causes : (1 ) First, the standard of value, as described 
in the last Chapter, was for many years in India, a silver standard. 
With the steady fall in the gold value of silver, owing to the 
appreciation of the yellow metal, the exchange witli countries hav- 
ing a gold stiindard went lower and lower till the fall was arrested 
by the closure of Indian mints in 1893. Exporters of goods from 
India temporarily benefited by a steady fall in exchange as they re- 
ceived more silver rupees in India (the mints being open at the time), 
for the same quantity of gold obtained in foreign countries as the 
price of those goods. But importers of commodities from abroad and 
others who had to make remittances to foreign countries, had to. pay 
more rupees to obtain the same quantity of sovereigns in London. 
A continuous adjustment between prices and exchange took place ; 
and it was not, therefore, so much the question of the former as of 
the uncertjiinty of the rate of the latter that attracted attention. With 
the adoption of a gold standard, the problem of exchange lost its 
terrors, and fluctuations in the rate were severely and permanently 
restricted, till the equilibrium was violently disturbed in war time and 
during the period immediately succeeding the cessation of hostilities. 

(2) The second factor in the situation has been the obligation 
resting on the Government of India to remit a large amount of money 
every year to the Secretary of State for meeting the Home Charges. 
Government was, therefore, deeply interested in bringing about the 
stability of exchange so that it might estimate with a degree of 
definiteness the amount of rupees it must provide from year to year 
and inight not have to sulfer deficits and losses owing to the depre- 
ciation of the currency as compared with gold. Even when a gold 
standard was established in India, it existed for purposes of foreign 
exchange only, and the responsibility was assumed by government 
to maintain the value of the rupee at the fixed rate of 1 6d. to the 
rupee. Government altered the monetary standard and raised the 
exchange value of the rupee during war time to make it keep pace 
with the rising prices of silver. The Indian system was not auto- 
matic; and the relation of the rupee with foreign currencies was not 
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regulated b}’ the normal play of ccojioniic forces operating in the 
world, by the course of the prices of silver and gold and by the 
course of trade. The balance of trade does indeed determine in 
India, as elsewhere, the fluctuations of ex'changc between the gold 
points, but if the exchange rises or falls beyond these limits, it is 
manipulated by government by the offer for sale of Council bills 
in London or the purchase of sterling in India and by the offer 
of drafts here on London, as we shall presently show. The financial 
transactions of the Government of India in this country and in 
London, have exercised a powerful influence upon tlic development 
of the system of exchange in this country. 

(3) But there is a third factor in the situation, viz. the needs 
of the import and export trade of tlic country. The great Exchange 
Banks, no doubt, finance the export and import trade; but the 
Secretary of State for Lidia sells drafts on the Indian government 
to place himself in funds in London and also for the convenience 
of importers of Indian goods into England. The latter want rupees 
for the payment of the price of Indian exjiorts to be laid down in 
this country, and they can obtain rupees cither by purchasing the 
drafts sold by the Secretary of State for India or by shipping 
sovereigns to this country and receiving rupees and currency notes 
in exchange for them from the Indian government which has thus 
acted both as a banker and as a currency authority on the one hand 
and as a party having to make its own remittances, on the other. 
The less expensive of the above two methods is, of course, preferred 
by merchants and bankers. The gold import point is likewise fixed 
by government operations. 

The Secretary of State had often to sell Council drafts beyond 
his immediate needs for the convenience of trade, and he placed 
himself in funds for the purchase of silver out of which rupees arc 
coined here. Exchange on India will rise when there is a great 
demand for remittance to pay for Indian exports in the busy season 
and will fall in the slack season when exports are reduced and there 
are very small p iyments to be made to India. It will similarly fall 
when, owing to famine or drought, exports from India are reduced. 
So long as the mints were open, people had the right to take import- 
ed silver bullion to the mints and to have it coined into rupees. This 
import of silver into India competed with the sale of the Secretary 
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of State's bills in London, But when the mints were closed and 
tiie relation between tht rupee and the sovereign was jirtiiicialh' fix- 
ed by law, government practically got a monopoly of the supply of 
Indian currency, and foreign merchants could obtaiji that currency 
here either through the purchase of Council drafts or the shipment 
of gold and sovereigns for which rupee currency was always avail- 
able at a fixed ratio. It is only when the exports from India fall off 
owing to scarcity or tiicre is an abiiomially large import of commodi- 
ties, that the method of Council bills fails, jind the Government of 
India has to sell 'reverse' bills, and the Secretary of State meets his 
requirements by drawing upon the reserves, by borrowing or in other 
ways, The monetary system provides in this manner for the 
upper and lower limits of exchange or the gold import and export 
points. 

204. Development oi' the System The question of devis- 
ing a convenient method of remitting funds to England has been of- 
ten discussed since the beginning of the last century. “The manner 
in which such remittances could be defrayed with the greatest 
advantage, engaged the attention of the Court of Directors as long 
ago as in 181 3, when tliey explained to the Government of India that 
this might be effected cither by advances to the public service which 
would be repaid by the British government in England, or by 
remittances tlirough private merchants who would pay money in 
England in return for bills on the India Government, or would 

receive advances in India from the Government, to be employed in 

the purchase of goods consigned to the United Kingdom ; if these 
methods failed to give sufficient remittances, bullion might occasion- 
ally be consigned to the Court of Directors." ' All these different 
methods have been followed simultaneous!)* or separately as was 
found necessary and convenient, and the Government of India have 
also remitted funds to England by buying bills iu Calcutta. The 
method of selling bills of exchange on the Indian government was 

found to be the best, and since 1862 reliance has been mainly 
placed upon It lor drawing funds to London. The history of the 
operation of the system may be best summarised in the words of 


1 Repot* of the FowUrOommiUa*: Indtx and 


Appeadioes, pag« U. 
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the following extfiict: — “Sales of the Secretary of State’s Bills were 
at tirst made ^1 563) monthly, and at a tixed rate of exchange. By a 
s^eries of changes fortnightly and then weekly sales were substituted 
for monthly ones ; allotments to the highest bidder took the place 
of sales at a fixed pric>- : tenders were invited (1 876) for telegraphic 
transfers as well as for bills on India; reductions were iiuule in the 
minimuin fractions of a penny per rupee in the price at which 
lenders would be received; and applications were invited and 
received for bills and telegraphic transfers on dates intermediate 
between the regular fortnightly or weekly sales. Bills and transfers 
so sold are described as “Intennediates " or “Specials." 

“The method of transferring funds from the treasurx’ of the 
Government of India to that of the Secretary of State on a large 
scale by the sale of Council drafts is rendered possible by the fact 
that India has ordinarily a very large trade balance in her favour. 
Except in . cars of very deficient crops and unfavourable trade, this 
balance is so large as to be only partly met by the remittances which 
banks and commercial houses are enabled to make to India by 
purchasing the Secretary of State's drafts ; considerable portion of 
the world's debt to India remains to be dischtirgcd by other means. 
Before the closing of the Indian mints to the free coinage of silver in 
1 893, this supplemental remittance was effected by shipments of 
silver to India to be coined into rupees; since the closing of the 
mints it has taken the form of shipments of sovereigns which are 
received at the Indian mints and treasuries in exchange for rupees 
at the rate of 1 5 rupees to 1 /.”* 

205. India's Balance Sheet : — The balance of trade is said to 
I>e favourable to a country when its merchandise exports to foreign 
countries exceed its imports from them. But this is a misleading 
phrase; and the so-called favourable balance may mean the drain 
of a nation’s wealth, while an excess of imports over exports may 
be indicative of growing prosperity. Great Britain imports more 
than she exports ; but this excess does not represent her indebted- 
ness to foreign countries, but rather the payments made to her by 
them for services rendered. The exports of India, which are not 


1 Report ot the Chamberlain CommisoiaD : Appendioee, page 217. 
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paid for by merchaodise and bullion imports, represent the payment 
this country lias to make to the Secretary of State for ‘home cliarges,’ 
remuneration for the services of foreign bankers and shipping and 
insurance companies, the profits of foreign firms and remittances of 
Europeans, resident here. The balance of trade takes account only 
of visible imports and exports such as are recorded by the customs 
house. Services rendered by or to people in other countries, which 
have to be paid for, find no place in it. That balance is conse- 
quently incomplete, and the true balance sheet of a nation may be 
drawn up by including in the calculation, ‘invisible’ as well as 
visible items of import and export. The two sides of the Indian 
account, prepared on this basis, will stand thus : — 

Debits Credits 


(o) Imports of merohsadise. 

{b) „ gold and silver 

(c) „ aecurities. 

(r/) Remittances abroad to 

European faioUies !>nd Indian 
studeats, travellers &c. 

(e) RemittaDce of profits of for* 
oigoers. 

(/) Services rendered to India by 
foreign banks, shipping and 
insuranoe oompanies &o. and 
by creditors (interest). 

io) Payment due on account of 
salaries, leave allowenoes, 
pensions &o. of government 
servants and for stores, bul- 
lion &o. purobased on State 
account ( Home Charges ). 


(a) Exports of merchandise 

(b) Loans raised abroad 

(c) Remittances ol Indian 
emigrants 

Id) Remittauces to foreign tour- 
ists, religious institutions 
&o. in India. 


On pages 365-366 above, tables showing the balance of trade 

of India have been given. They refer to the visible items of trade : 
and to amve at an accurate balance of the indebtedness of India 
and the outeide world, items of “ invisible" imports and eicports have 
to be added. In the statement given below, are included, in addi- 
tion, transfers of funds so far as they are visible, and the total 
visible balance of accounts is struck. It must be noted that the 

government stores are excluded from these 
statistics. The huge imports of sUver during the year 1918-19 and 
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1919-20, for instnnce, find no place there. Government imports 
consist usually of arms, ammunition, apparel, telegraphic material, 
railway plant, carriages, machinery and the precious metals; and the 
exports, of food grains, opium, coal &c. These dealings are not of 
the ordinary mercantile character and do not give rise to trade bills, 
being financed with the treasury and currency machinery of govern- 
ment. They arc. therefore, excluded from the usual official presenta- 
tion of the balance of trade but must be taken into calculation if a 
satisfactory national balance sheet is to be cast. Tlic remittances 
made on acconnt of and through government, which are shown in tlie 
table that follows, are debits for the imports of government stores and 
buillion and for home charges representing invisible imports of 
services. 

It is not possible to prepare a complete balance sheet tliat will 
account for ail tlie numerous items, large and small, which make up 
tlie totd of the exchange transactions; but the tablestaken together are 
calculated to give a sufficiently clear idea of the way in which the na- 
tional debits and credits are balanced. During the five years preced- 
ing the outbreak of the war and during the war period, the e.xcess of 
exports over imports of private raercliandise was, on an average, Rs. 
78’2 and 76*3 crores respectively. This amount was due to India 
in payment for her exports and it was paid in normal times, partlj' 
by exports of gold and silver to this country and the balance was 
diverted by the Secretary of Stitc for India by means of the sale of 
Council bills which were paid by the Government of India in this 
countr5\ The proceeds of those sales were used to meet the ‘home 
charges,’ to buy silver for the coinage of rupees in India, for the 
repayment of debt and for cjipital expenditure.' The liquidation of 


1 ** The anQual exports from India are generally in excess of hor imports 
and an adjustment of tbe value of the net exports is effected partly by remit* 
lances through Govemment, partly by actual shipment of coin and bullion and 
partly in other ways. The remittances throuRh Governa ent are effected by 
moans of the Council bills and the telegraphic transfers sold by the Secretary of 
State» which are promises made by Government to pay on demand, at the irca- 
snries in Calcutta, Madras and Bombay, tbe amounts specified in the bills. The 
bills thus serve the double purpose of placing the Secretary of State in funds to 
meet bis outgoings in London, and of enabling trade to make a remittance of funds 
in tbe opposite direction from Loodoa to India. — Report of tbe Currenof 
Department for 1913*14. 
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the trade balance during war years was, however, a more com- 
plicated affair and we shall explain presently how it was effected. 

It must be borne in mind here that the balance of trade is 
never settled within any period of twelve months like that of the 
official year, which is made the basis of our calculations, but if 
longer periods are token, the adjustment is seen to have taken 
place. In the case of India, besides the 30 crores that are remitted 
to England on account of ‘home charges.' a large amount, variously 
calculated, goes out of the country in payments of profits of foreign 
companies and earnings of individuals. Taking the British capital 
mvested in this country' in a variety of industrial and commercial 
enterprises and in government securities at Rs. SCO crores we may 
safely assume that the interest and profit on this amount can not annu- 
ally be less tliau Rs. 40 crores. If the excess of e.xports over imports 
IS not equivalent to these 40 crores plus the 30 crores of the homo 

charges, as one would expect, it must be assumed that a part of the 
above mterest and profit it spent in this country and remains to be iu- 

Ifltr TH r expansion of the tmde and industries 

i , I ® India’s visible 

trade balanec. To complete the final balance, some small items of 

foreT/n e. g. net payment in India of 
foreign money and postal orders and telegraphic transfers on India 

from Iraq, amounting in 1928-29 to Rs. 3-8 crores and reducing the 

favourable balance from Rs. 107 crores to Rs 6-9 crores %hc 

to ml29;'’^u ' ’25-26 


1925- 26 

1926- 27 

1927- 28 

1928- 29 


• « • 




» * » 


• • • 


• • • 


• • » 


Crores of Rs. 
41-5 
34-1 
- 7*8 
6*9 



2 Tr f ' f; '' Standard, page 95 

2 The last two years show a am 

was usually a smaU balance against Indu whioh w’ war there 

S-.XMO a„w an, .an... 
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Trade Balance. 

(+REPRESENT NET EXPORT AND — NET IMPORT) 

( IN CRORES OF RS. ) 



o|A 

tiCI 

oC> a 

<] b a 

O. 

O 
o 'T 

"c Ss^ 

9 ® SJ 

2 S w 

< a 

oiSS 

O Q \ 
tc V 

S 

>% 

1 

1 

1 O 

i 

1 i 

: ^5 

1 

i 1927-28 

1 

0k 

00 

0k 

Ezporii of lodiao nierobao 
diae (priyate) 

+219 6 

1 

+215*9 

+285-6 

t 

1 

+384 6 

+319 li+320-1 

1 ; 

Re*6Xports of foreigu mer 
ohaodise (priyate) 

+4-6 

+8-1 

+15-6 

+ 135 

t 

1+9-5 

s 

l+r-a 

Imports of foreign mercbao- 
dise (priyate) 

—145-8 

—147-8 

1 

—248-8 

1-243-1 

1 

-246 7 

i-251*4 

1 

Balance of Trade in mer- 
chandise {private) 

+78-2 

+76*3 

+52-4 

+ 155-0 

+81-9 

1 

+86-: 

Gold (priyate) 

—28-1 

-7*8 

-13-9 

-13-9 

-18-1 

-21*2 

1 

Silyer (private) 

— 7*2 

—2*9 

-11-7 

-20-0 

-13-8 

-13-4 

Currency Notes (private) 

• 


—•4 

--2 

• 

-.2 

1 

— -1 

Balance of Transactions in 
treasure {private) ... 

—30 

—10*8 

1 

—26-1 i 

-94-2 

1 

-32-1 

'-34*S 

1 

1 

Total Visible Balance of 
Trade 

+42*2 

+65*5 

+26-3 

1 

+60-7 

+ 49-7 

1 

+ 52-: 

Council Qil^s and Telegra* 
pbio Transfers paid in 
lodia^ purchases of sterl- 
ing from Banas aod 6rms 
in India and payments for 
sterling taken over in 
London from local bodies 

1 1 

—413 

—34*9 

—15-4 

4 

1 

-56-S 

1 

-37-7 

1 

1 

-41-0 

Sterling transfers on Lon- 
don sold in India 

+■5 

+5*5 

i •►9-4 

1 

1 

1 


■ • • 

Transfers of Government 
securities 

—•8 

—•3 

—•05 

-•2 

-H2 

-1 

Interest drafts on India in 
respect of Government of 
India securities 

% 

—•4 

1 

• 

—•3 

—•3 

-•4 

-•8 

“•8 

Balance of Remmittance of 
funds 

—42*6 

—30-1 

—6-3 

-571 

-87-8 

-41*3 

Total visible balance of 
accounts 

— 1 

! 

+85-4 

+19-9 

+3-6 

+11-9 

+10-7 



LIQUIDATION OF BALANCE 


575 


206. Liquidation of Balance The way in which the 
abnormal exchange conditions created by the war were met by 
government, will be e.xplained presently. But it will not be inap- 
propriate briefly to refer here to and illustrate the manner in which 
India’s balance of accounts was made up during the war period as 
it throws an interesting light upon the ‘invisible’ imports and 
corresponding remittances from India and on the general exchange 
system. The net exports of merchandise from India were compara- 
tively very large during these years, which meant huge external 
indebtedness to this country. To add to this, there were the reco- 
verable disbursements made in India by the Indian government on 
behalf of His Majesty's government ; and thus invisible exports 
from this country or foreign liabilities to India were enormously 
increased, though India’s direct contribution to the expenses of the 
war was, to a certain extent, set off against the amounts due. The 
total amounts which the Government of India had to find for 
recoverable disbursements reached enormous dimensions, rising to 

120 and 1 30 millions of £ in 1917 and in 1918. 

« 

Let us take the year 1916-17 as an illustration to show how 
external indebtedness to India was actually liquidated through funds 
provided by government agency and private invisible imports. The 
favourable balauce of trade to be liquidated in that year was Rs. 
90*27 crores. "This means that the number of rupees that were seek- 
ing to be e.xchanged into external currency, such as sterling, dollars, 
yen &c., in order to pay for India’s imports, were outnumbered by 
the external currency, seeking to be exchanged into rupees in pay- 
ment for India’s exports, to the extent of about 90 crores. Speaking 
very generally, it may be said that necessary balance of rupees has 
been found mainly in two way3-(A) by rupees placed at the disposal 
■of trade by government, and (B) by rupees brought foward by people 
in India who have had to make remittances elsewhere, i. e. who have 
had to turn their rupees into external currency, for some purpose 
other than in payment for an actual import of goods.”' 


4 -Rtpprl of tb« Oufronoy Doparimonfiror W16-17, 
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Remittances through government amounted to about 59 crores, 
thus : — 


(1) Council Bills 

(?) Net paymeot of 100067 orders and postal 
orders in India 

Telegraphic transfers dec. issued oo iodia 
from Persia and elsewhere 

(4> Paid to a Bank io Iodia on behalf of East 
Africao QoTernmoDt whiob repaid In 
London 

(5) Remittances to India from certain Crown 

Colonies 

(6) Currency notes returned from Mesopota* 

mia and encashed in India 


47*07 crores 


3*30 


4*50 


•e 


3-67 


•30 


Total ... 59 04 


This amount still left a balance of about 31 crores unaccounted 
for. And the Controller of Currency was able to ascertain through 
the courtesy of Exchange Banlcs, the extent and the purpose of the 
remittances made from India during the year ‘other tlian remittances 
made in payment for imports.' He could, in this wav, account for 
no less than 25 crores of rupees. There were thus reniittances from 
India for investment in the British War Loan, Exchequer Bonds 
and Treasury Bills, their amount being in the neighbourhood of 7i 
orores. Many people resident in England and holding shares in 
Indian companies realised their profits due to general appreciation 
in values and remitted them to England. Companies operating in 
India but domiciled in England, similarly remitted their profits 
through the Banks and these were estimated at about 7^ crores. To 
this may be added, on the otlier side, outstanding ciedits in foreign 
countries due to India or the amounts of the postponed remittances 
of the values of some Indian exports ; and the tale of the liquidation 
of the trade balance is completed. These credits in foreign coun- 
tries have been recently large and the account we have gi'vcn above 
of the balance of accounts for 1916-17 more or less covers the 
position in the succeeding years.’ In 1 91 '7-20. there was a favour- 


I it ia a reasonable infere&c^ th^t, Rurmiecd lo my 

report for 1917-18, private remlttaucefi have not. reoeot years, aot rod to the 
eame ezteot ae under normal oonditione to dcauce the excess of exports over 
imports and that tUoro is a subetfiotial balance Id India'e favour vhiob bae atill 
to be liquidated/'-^Boport of the Currenoy Department for 1918-19 
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able balance of about 1 1 5 crores, and Rs. 34-5 and Rs. 18*5 crores 
worth respectively of councils and reverse councils were sold. A 
huge balance, therefore, remained to be liquidated. It was, however, 
a time when, war being over, large funds which had been awaiting 
remittance, found a convenient outlet and the opportunity was fully 

utilized also to invest in plant and machinery in anticipation of the 

coming industrial revival. Even then Indian credits in foreign 
countries on a considerable scale must have been carried over. In 
1 920-21, the position was reversed. There was an adverse visible 
balance of Rs. 76 crores, and part of it was met by the sale of 
reverse councils and part of it remained unliquidated. 

207. Process Explained Statistics published by govern- 
ment now show separately in India’s 'visible’ balance of accounts, 
the balance of (1) trade in private merchandise, of (2) private trans- 
actions in treasure and (3) of the remittance of funds. Indian gov- 
ernment’s transfers of funds are availed of, to a considerable extent, 
to liquidate what remains of the balance of accounts after the bulk of 
the payments arising out of foreign trade have been effected through 
the mechanism of bills of exchange. The Secretary of State’s 'draw- 
ings' by means of Council bills and telegraphic transfers are repres- 
ented as 'imports of funds into India' — a very misleading expression. 
From the point of view of Indian exporters of merchandise this is 
obvious enough because they receive payment for their goods from 
government treasuries in this country as if their sterling drafts had 
been purchased by importers of foreign goods with the object of mak- 
ing remittances abroad. Similarly exchange banks are enabled there- 
by to import from abroad their funds realised on the liquidation 
or the rediscounting of foreign bills sent out for collection. But 
from the point of view of the nation, as a whole, Council drafts mean 
also a withdrawal of wealth from India in as much as the Govern- 
ment of India, representing the nation, meets the drafts of the 
^cretary of State who withdraws funds from this country for spend- 
ing them in England. An Indian importer may either purchase a 
sterling bill locally and remit it to his foreign creditor or let the latter 
draw on him and sell his rupee bill in his own country to be paid off 
here when presented. The government remittances are, therefore, 
set off against the exports of goods and are for intangible or ‘invisible’ 
imports in the form of services in so far as thoy are not made in pajTnent 
of stores and bullion imported on State account. These latter imports 
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are covered by council drawings, ether government remittances and 
foreign loans and are not, therefore, separately shown in the trade 
balance as exhibited in government reports. What in reality happens 
here is thi\t the Secretary of State diverts to himself a part of the 
funds which other\vise would have come into this country. He is, as 
It were, an exporter of wealth ( services ) for which he ‘draws’ upon 
India and sells the bills to exchange banks; the Indian government 
on this side, which imports the services, pays his drafts and thus en- 
ables the banks to import funds into this country. As the British 
trade balance shows an excess of mercliandise imports explained by 
Englishmen's services to foreign countries, the Indian trade balance 
must show an excess of exports which pays for the services imported. 
This transaction is of the same nature as if the Indian government, 
in its capacity of importer of ser\’ices and goods, purchased sterling 
drafts from exporters in this country and thus transferred funds to 
London instead of being drawn upon by the Secretary of State. In 
fact, this latter method of remitting government funds lias been 
largely, almost exclusively, followed since 1923-24. Import ol 
funds by one party is, therefore, a remittance abroad by another 
and is practically another aspect of it. In this connection may 
be mentioned another kind of remittance operations essentially 
of the same nature. It will be understood that the floatation of 
a foreign loan is the creation of a credit and therefore an invisi- 
ble export against wliich a debit in the shape of remittance abroad 
or an import of funds may be set off. Sterling loans raised bv 
Indian public bodies like the Port Trusts and the big municipal 
corporations, and intended to be brought out and spent here may be 
taken over by the Secretary of State in London and an equal amount 
may be released by the Government of India to those bodies in this 
country. This method of making remittinces has also been adopted 
by the Government of India in recent years. 

fo elucidate the matter further, let us take a simple case and 
assume that the commodity exports of India (there being no invisible 
exports ) are valued at Rs. 200 crores, that the merchandise imports 
on private account have a value of Rs. 125 crores and that the net 
private imports of gold and silver amount to Rs. 25 crores. Let us 
assume further that sterling bills to the extent of Rs, 150 crores 
drawn by exporters of goods of that value, are purchased by the im- 
porters of foreign merchandise and the precious metals. This leaves 
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Rs. 50 crores worth of exports to be paid for; and on the assumption 
that there are no private persons wanting to make remittances abroad 
and therefore to purchase sterling bills, the only source remaining to 
supply funds, is the Government of Indin. The large supply of 
sterling bills, in the absence of an adequate dcmaml, will depress 
their value and raise the rate of excliange but the government has to 
maintain the legal monetary ratio and is bound to provide rupees. 
The Secretary of State has, likewise, to draw and the government in 
India to remit funds to London for the payment of home charges. 
The two are in the position of exporter and importer respectively, 
and the former draws upon the latter or the latter remits to the 
former to the extent of Rs. 50 crores. In the first case, British 
buyers of Indian exports purchase council bills which are paid by the 
government here, and in the second, the Indian government 
purchases the sterling bills and the Secretary of State receives pay- 
ment in London. In either case it is a remittance from India and a 
debit in tbs national trade account. It will be recalled that the 
gap between the values of the commodity exports and imports of a 
country is filled by the inflow and outflow of specie. In our present 
illustration Rs. 25 crores worth of it has been imported. If an 
additional Rs. 50 crores worth were to seek entrance into the 
country, such a heavy demand would immediately send up the rate 

of exchange which the government must prevent for the safety of 
the gold exchange standard. The government consequently 
throws itself into the breach and offers to provide the necessary 
funds at a fixed price. This import of funds’ meets the demand of 
trade to balance the credits with the debits and at the same time 
transfers the balances of the Indian government to London for the 
home expenditure of the Secretary of State. The transaction is a 

remittance of funds from one side and an import of funds from the 

other, at the same time. If the illustration is slightly varied and it 
IS assumed that the gap of Rs. 50 crores is in exports instead of in 
the imports, the void will have to be filled by the export of funds 
through government agency and there will be a remittance of an 
equal amount in the opposite direction. The operation here takes 
the fonfa of government sales of 'reverse' councils. In actual prac- 
Uoe, of course, debits and credits are created in numerous ways and 
transfers of funds take place for a variety of purposes to and from a 
country, as described in the preceding section. 
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208. The “Drain”: — it cun uol be too much emphasised that 
a country’s balance of accounts is so full of intricacies and is made up 
of so many kinds of credits and debits, invisible and visible, apparent 
ajid real, that the excess of imports or exports in any particular year 
must not be taken as a decisive indicjttion of the position of the 
country with respect to its financial or economic prosperity or deteri- 
oration. Ex'coss of exports is ordinarily taken as the result of a 
country’s being the creditor of other communities and is thus wel- 
comed ; and an excess of imports is supposed to reverse the position. 
This view is, however, superficial and wrong. For instance, the 
favourable balance or excess of exports in a given year, may mean 
the export of aipital lent to foreign countries or may represent the 
liquidation of debts and the remittances may be *.arried over fjoin 
one 5 'ear to another. In the case of India, however, an excess of 
exports or ‘favourable’ trade b dance, is a permanent feature of tlie 
economic condition of the country, and it has given rise to a 
prolonged controversy. The excess has been spoken of as a ‘drain’ 
of India’s wealth and us an imporbint cause of India’s poverty. The 
drain has, therefore, been represented by Indian politicians and 
economists as a ‘tribute’ paid by India to England for the latter's 
political and economic domination ; and its reduction has been 
recommended as a remedy for the improvement of the material and 
moral condition of the people of this country. 

On tlic other side, a strong protest is made against this methotl 
of representing the favourable trade balance, and tlic excess of 
exports is shown to be the price of the benefits India receives from 
British rule and from the use of cheap capital and other services : 
and its charactcri/ution as a ‘drain’ or ‘tribute’ is resented as an 
unwarranted exaggeration. As we have shown in the two balance 
sheets presented above, the excess of exports cstn be easily and 
technicallv accounted for. It is not, however, a question of mere 
accounting and we have to go deeper into the matter. If India 
imports capital and utilises the services of soldiers, administrators, 
industrial organizers, merchants, shippers, bankers, insurance firms 
and others, she must pay for those services as other nations do under 
similar conditions. But it may be asked whether India can not and 
should not engage her own men and resources for the above purposes 
on a steadily increasing scale, and to that extent, reduce the payments 
which have to be annually made abroad. It would be obviously 
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unecoDomic to refuse to employ cheap external capital and the in- 
dispensable services of foreign experts ; but it is not less wasteful 
for India to continue to depend on foreign services and to let indi- 
genous talent and resources lie undeveloped and idle. Years ago, 
the unjust financial burdens with which this country was saddled 
and which, in fairness, should have been borne by England, were a 
subject of repeated complaint, and the economic loss involved in 
such payments, is quite obvious. To reduce the charges India 
has to pay to foreigners for defence, for administration and for 
industrial, commercial ami banking services, by enabling the 
Indian people, as far as possible, to do what outsiders are doing 
for them to-day, is the direction the policy of the State has to 
follow; and the Government of India is being constantly urged to 
adopt that policy.* 


The ' drain ' theory is some times ignorantly conceived and 
crudely put, and is akin to the old mercantilist doctrine. That is 
no reason, however, why it should be condemned wholesale. The 
substantial truth it represents ought, therefore, to be clearly 
understood and properly recognised. It is but fair that the 
benefits derived by India from the British connection, should be 
frankly admitted. These are patent and can not be denied. 
India may be reasonably expected to pay for these benefits 
and that price she has paid and is paying to-day in the 
wonomic as weU as other spheres. But the goal of British policy in 
this country can not be any other than to make India autonomous 
and efficient in every respect. There are people in England and in 
India who do not see any advantage to their own country resulting 

' The point to be stressed here 

IS that the domination of England in India has conferred decided 
benefits upon the form =r and entaUed certain serious disadvantages 
on the latter. And it is but natural that Indians should wish that 
the disadvantagM should be reduced and stopped and that they 

their own economic and 
pohtical affairs and derive fuU benefit therefrom. Satisfactory eco- 


of Indio, ood .1.0 Roporl of th. Wolby Comoii,.ion .id she Authof, •■Qokh.l. 
and Eopnomio Heforma", pages 41-44, * 
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nomic progress is not possible in India unless Indian enterprise and 
efficiency are promoted and self-reliance and self-improvement are 
encouraged by the State. The adoption of a policy of protection 
and the demand for the rapid Indianisation of the services, are illus- 
trations of the problem ; and the nature and the merits of the ^drain’ 
controversy can not be appreciated without a firm grasp of the 
above fundamenbil considerations. It is not mere politics as it 
is some times represented; it is national economics. So long ago as 
in 1 859, speaking in the House of Commons, Lord Stanley frankly 
showed what India’s 'tribute' to England was; and he remarked : — “I 
believe the amount of contribution, not to public, but to private 
necessities, from the people of India to the people of England, can 
not be taken at less than from .£5 to £6 million sterling. Now, that 
is a sum which in striking a balance between England and India we 
can not fairly leave out of sight”.* This was spoken nearly seventy 
years ago and the “contribution” has increased manifold since that 
time. 


209. ©ouncil Drafts: — The Secretary of State for India can 
conveniently draw funds from this country by selling his drafts and 
enable trade to remit funds to this country. The same result is 
secured by the Government of India purchasing sterling in this 
country. Owing to India’s normal favourable trade balance, there 
is an excess of sterling bills over demand for remittance, with the 
result that purchases of the former lead to the accumulation of 
funds in London. Exchange banks, therefore, buy council drafts or 
sell sterling bills to transfer money to India. With funds thus 
obtained from the public treasuries, these banks purchase bills of 
exchange drawn on foreign importers of Indian produce and 
recover their money here or in England, to be once more used to 
buy council or sterling drafts. The rate for the Telegraphic Transfers 
is, of course, a little higher tlian that for bills as they save the lock- 
up of funds for two or three weeks necessary in the case of the 
latter, and the advantage of the Telegraphic Transfer is that money 
is immediately available to buyers in India. The ratejof exchange 
depends upon the demand for remittance either way, which is 
regulated by the volume of Indian exports. If these are heavy, 
the exchange rises, though it must be below the gold point. 


1 See the Author's of Modern Finance in Iodia*\ pagei 53-^5, 



COUNCIL DRAFTS 


583 


But when owing to famine or other causes, Indian exports fall off 
and do not sufficiently set off the imports, invisible and visible, there 
is no-demand for Councils, and no offer of sterling and there is a 
demand for remittance in the opposite direction. Importers of 
foreign goods into India can not obtain bills on London and as 
the Indian currency consists mainly of silver, government is called 
upon to supply gold for remittance purposes as they have to dis- 
charge the obligation of supporting exchange. Government, there- 
fore, sells drafts on London or, 'Reverse Councils’, as they are called, 
and the Secretary of State meets them from the funds that are at his 
disposal, the treasury balances or the Currency Reserve or the Gold 
Standard Reserve, as may be convenient. 


Experience gained in 1 908-9 and in the years of the war, 
showed how an adverse balance of trade could be met by the release 
of gold in India and more particularly by the sale of sterling drafts. 

In the course ofthe years 191 6-17 and 1917-18, the balances of 

the Government of India were so depleted by the disbursements 
they made in this country, on behalf of His Majesty's government, 

that the Secretary of State had to restrict his sale of council bills. 

Funds could not then be brought out to India and gold from the 
Currency Reserve had to be released to meet the demand for cur- 
rency, which was not satisfied even with the extraordinarily large 
issues of rupees and notes which had been made. The history of 
the exchange transactions of 1908-09 and of the years of war is, 
therefore, very instructive. Towards the close of 1 907, owing to a 
financial crisis in America and a failure of rains in this country, the 
world's money market became tight and the Secretary of State could 
find no buyera for his CouncU drafts except at abnormally low rates. 

Un the 6th November, tenders dropped to Is. 3|^d; and the ex- 
change steadily went down to Is. 3d. These quotations were 
e ow the point at which it becomes profitable to export gold 
u on or sovereigns from India. Government hesitated as to the 
course of action to be taken and at first released small quantities of 

gold m exchange for rupees; but as the stock of gold was limited, 

^ey had to sell sterling drafts to the extent of £8 miUions tUl the 
Cnsis was over and exchange again became normal. A siimlar 

procedure had to be foUowed in 1914-15, in 1915-16 and in later 

yeMs, p^icularlyinl920, when also reverse councils were sold in 

India in large quantities and for many weeks. 
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210. War Time Remittances It will be instructive to 
know how the large remittances made to the Secretary of State in 
1 91 6-1 7, referred to on a preceding page, were digested by him. 
The Indian government had to spend large sums in this country on ' 
behalf of His Majesty’s government who repaid those amounts to 
the Secretary of State in London. This was tantamount to the 
drawing of funds by the latter by means of Council drafts. But 
the difficulty was that the demands of trade threatened to remain 
unsatisfied, and gold being scarce, it could not be shipped to India 
as might ordinarily have been done. The needs of war operations 
were paramount and gold in London had to be conserved. Council 
drafts beyond the budget calculations had, therefore, to be sold and 
met in this country from increased supplies of notes and of rupees. 

It was estimated at the beginning of 1 91 6-1 7 that out of the £221 
million required by the Secretary of State, .£18*6 million would be 
paid in London by His Majesty’s government and council bills 
would be drawn upon the Indian government to the extent only of 
£3’9 million. The recoverable war expenditure, however, rose to 
£38^ million and an acute trade demand was met in London by the 
sale of council bills to the extent of £33 million. The total amount 
thus transferred to London went up to £71 ^ million. The two-fold 
strain of increasing war outlay in India, coinciding with a strong 
trade demand for remittance to India, was met in three ways : (1) 
large Imperial and Provincial surpluses enabled government to 
supply £33 million from treasury balances; (2) the equivalent of 
£l 9^ million in new rupee currency was made possible by the 
purchase of silver in England ; and (3) £l 9 millions w’ere withdrawn 
from the Currency Reser\'e and were invested in England. 

Ofthe£72i million thus received by him, the Secretary of 
State was to use £21‘7 million for his ordinary expenditure, £I6‘2 
million was spent on the purchase of silver and £19 million was 
invested in the Paper Currency Reserve. £4*3 million, mainly the 
profit on rupee coinage, was invested on behalf of the Gold 
Standard Reserve and the balance left, was devoted to the discharge 
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of debt. These operations may be exhibited in tabular form 
thus : — 


Government of India. 

TfedBur; Balanoes 
Rupee Coinage 
Paper Ciirrenoy Reserve 

TotaJ 


Secretary of State for India. 

Million £ Million £ 

... 33 Ordinaty Home Charges ... 21-7 

... 191 furobase of Silrer ... 16*2 

.. 19 Investment in Paper Currency 

Reserve ... 19 

711 Investment in Gold Standard 

Reserve ... 4*3 

Repayment of Debt ... 10*3 


«»e 


Total ... 71*5 

The Government of India was hard put to it to devise means to 
supply money in this country to defray war expenditure on behalf 
of His Majesty's government and to meet the Councils sold by the 
Secretary of State for the convenience of Uade. These liabilities of 
the Indian government reached £l 1 1 million in :917-18» and of 
this amount, £66 million represented outlay on behalf of the Imperial 

government. The corresponding figures for 1 9 1 8-1 9 were £141*3 

and £72-7. The huge demand was met by provision of money out 
of the proceeds of the war loans and of treasury bills, out of surplus 
revenue and fresh coinage of rupees and by investment of a part of 
the paper currency reserve in London. WhUe on the one side, the 
pvernment in this country experienced great difficulty in providing 
funds for defraying war disbursements on behalf of the Imperial 
government, on the other side, the Secretary of State's treasury was 

with money recovered from His Majesty's government and 

obtmned from the sale of council drafts. Out of the funds thus 

behalf of the Paper Currency Reserve and paid off a part in lieu of 
India s war contribution of £l00 milUon. The war gift was insigni- 
ficant when compared to England's expenditure j but for India it 
was toge enough ; and it helped England in setting off its liabiimes 
to this country at cntical moments. A special reserve of £20 

rlh^futoe 

% 

Tte. effect ofthe large remittances to England was the 

ference of Indian funds on a large scale to *Ct iy tch 
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transference took place regularly before the war. But the expan- 
sion of our paper and rupee currency and the growth of the Gold 
Standard Reserve Fund have facilitated the remittance of funds to 
England and their investment there on an unprecedented scale. 
The total amount of the investment of Indian funds in England 
owing to war conditions, exceeded Rs. 150 crores. India thus 
materially assisted the Imperial government by lending it funds and 
by relieving its liabilities in connection with war outlay in this 
country. Instead of ear-marking gold in the Bank of England for 
the Currency Reserve against the issue of notes on this side, govern- 
ment took power to hold a portion of the Reserve in British Treasury 
Bills. The Government of India provided from its Indian resources, 
the funds necessary to meet disbursements of the Imperial govern- 
ment in India and took repayment of a substantial portion of the 
amount so provided, in the form of securities of the Home govern- 
ment. India thus lent to the British government funds required 
for outlay here as the U. S. A. did for a similar purpose in America.' 
These funds were not used to cancel the Indian public debt in 
England and the British liability was almost completely offset by 
India's war gift of £l00 million. 

211. Punction of Council Drafts: — Normally the Secretary 
of State sold a larger amount of council drafts than was necessary 
to yield him the funds that were required to meet the 'home charges’. 
He used to draw up to the utmost limit of the cash balances in this 
country and also from the Paper Currency and Gold Standard 
Reserves. It was contended that requirements of trade liad^to be met 
and the demand for councils must be satisfied to the full limit. If 
this was not done and the sale of council bills was restricted to the 
amount of home charges, sovereigns would be imported into India 
to be presented at currency offices for conversion into rupees and 
thus to render the gold portion of the Currency Reserve incon- 
veniently bloated and only to be shipped back for the purchase of 
silver. The Secretary of State, therefore, sold freely and accumulated 
large amounts of Indian gold in London. These funds were partly 
invested in securities or lent for short periods to banks and were 
partly used for repayment of debt. This policy of drawing away 


1 See Sir William Meyer's speech to introduoiog the Fioanoial Statemeot 
for 1918-19, and also the Aufbot'a " India's War Finanoe and After.” 
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Indian gold beyond the requirements of the home charges, detriment- 
ally affected the industrial, commercial and financial conditions in 
the country and was strongly criticised in the press here and in 
England,’ though strictly from the point of view of an exchange 
standard, it could be plausibly maintained, there was nothing wrong 
in the procedure. 


The India Office met these criticisms by pleading certain ex- 
ceptional circumstances as the cause of the accumulation of large 
balances in London and by defending its system of the sale of bills 
on the ground of convenience and economy. It was contended that 
there was decided advantage in selling bills in anticipation of a fall- 
ing rate and of opportunities of suitable investment and utilization 
for the avoidance or reduction of sterling debt. But even if there 
was some truth in this argument, the thing had been undoubtedly 
overdone and even the Chamberlain Commission was constrained to 
hold on this point that “the India Office perhaps sold Council Drafts 
unnecessarily at very low rates on occasions when the London 
balance was in no need of replenishment, ” though it could not re- 


commend any restriction of “the absolute discretion of the Secretary 
of State as to the amounts of drafts sold or the rate at which they 
are sold, provided that it is within the gold points. " The Commis- 
sion, however, distinctly stated that general public interests ought 
not to be subordinated to the demands of trade. What is the proper 
function of council drafts? Are they to be sold for the benefit of 
traders and bankers who seek a cheap and prompt means of bringing 
out funds to India ? If the principle underlying the gold exchange 


1 “Ao Indian oorrespondenf wrote in the London Times In November, 1918 
aa foUowa: — 

“It meana that many millions sterling of Indian money have been improperly 
withdrawn from India, They represent sums extracted from the taxpayer in 
excess of the requirements of the State: capital withdrawn from India for uaa in 
London and there nsed. not in pursuit of Indian interests but for the oonvenlenoe 
of joint stock banks trading on inadequate gold reiorves...There Is therefore no 
justification for the sole of a single bin by the Secretary of State Uyond the 
aotual amount whioh he needs to discharge bis obligations in London. But 

!o ftf rt T ® ‘0 ‘he exchange banka whioh have 

‘ huy bllU than move 

S J?® « ® “®®®® obatruotlng the natural fiow of gold to 

^ ^ **'® "‘ook hanks who realise 

them at the expense of the Indian taxpayer,*' 
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Standard is to be strictly adhered to, the answer to the second ques- 
tion ought to be in the affirmative. But the Indian system was a 
lialf-heartcd standard, and gold was not entirely prevented from going 
out to India. Complete prevention was impracticable. The Babing- 
ton Smith Committee emphatically stated that ^council drafts are sold 
not for the convenience of trade, but to provide the funds needed in 
London to meet the requirements of the Secretary of State on India’s 
behalf in the widest sense of the term. ' The fundamental consider- 
ation in this connection is tliat Indian Reserves should be available 
for the country’s economic development and not merely be invested 
abroad. 

It is necessary to point out here that India's funds, its revenues, 
reserves and treasury balances, which are located partly in this 
country and partly in London, constitute one national fund, and two 
distinct accounts viz. the revenue account and the capital account are 
kept, the first dealing with the current income and expenditure of 
government and the second with capital transactions. The pre-war 
opening balance which the Secretary of State and the Govern- 
ment of India must have at the beginning of the year was estimated 
at 6 crores of rupees in London and 1 8 crores in India. Ail funds, 
from whatever source they come, go iuto the balances and payments 
are made out of them. An estimate is framed early in the year as 
to the position of the balances, the amount that must be borrowed 
here and in London for financing the public works programme and 
the repayment of temporary and permanent debt and the funds that 
the Secretary of State may draw from India by the sale of Council 
drafts. This estimate is rarely adhered to and ‘ the ways and 
means' programme is modified in the course of the year, larger sums 
being drawn from India tlian those estimated. Thus during the 
five years 1901-6, about 50 crores of rupees were drawn in excess 
of the budget provision, and 63 crores was the excess during the 
four years 1909-10 to 1912-13. (There was a deficit of about 
10 crores in 1 907-08 and 1 908-09 owing to failure of the monsoon 
and a monetary crisis in America. ) During war time, conditions 
in fnis respect were abnormal and it was impossible to forecast 
them with any pretence to frame even approximate estimates. 
When balances were depleted, government had recourse to tempor- 
ary and permanent loans, to the issue of notes against ‘ created ' 
securities and to the sales of treasury bills. 
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The aggregate needs of the Home Treasury are met out of 
sterling remittances from India, borrowings in London and drawing 
upon the Currency Reserve located at the latter centre according to 
exigencies. The total disbursements of the Secretary of State for 
India amounted in 1928-29, to £40*7 millions and were met to the 
extent of £30*8 millions from sterling purchased in India, of £6*9 
millions from net permanent debt incurred and of £2 millions from 
miscellaneous receipts. Remittance of funds to London can be 
made by the purchase of sterling bills in this country as well as by 
the sale of council drafts by the Secretary of State. The normal 
method until recently was “ the sale by tender in London once 
a week by the Secretary of State in Council of rupee bills or 
telegraphic transfers on the Government of India supplemented 
by sale of intermediates at higher rates between the weekly 
sales. ' In 1923-24, the sales of these ^intermediates* in 
London were replaced by the purchases of sterling in India from 
exchange banks and recognized firms, and next year, the system was 
adopted as the chief method of remittance. The advantage of 
this change lies in the fact that government here is better able to 
puge the conditions in the money market and promptly to adjust 
its operations to them. 

of Reinittaiico Drafts 'The actual distribution 
of Council drawings and sterling purchases over the twelve months 
of the year is regulated according to the course of the Indian trade 
which is of a seasonal character. A demand for drafts on this 
country arises and sterling drafts are available when remittances have 
to be made in payment of its commercial crops. The months of 
brisk export trade, October to the end of March, constitute the ‘busy 
season’, the remaining part of the year being the ‘slack’ season.’ 


1 Report of the Oontroller of the Currenoy for 1923-24. 

2 "The Indian year, as is well known, is divided broadly Into two seasons : 

the busy season, extending roughly from the Ist of October to the end of March, 

and the dull season, extending from about the beginning of April to about the 
•od of September, Thus the finanoial year begins with the dull season, during 

which the demand for the Secretary of State's bills as a means of remittance of 
funds by the public from London to India la less strong than during the autumn 

and winter."— Chamberlain Oommisslon’s Report, Appendix Vn, 

75 
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Council drafts can, of course, be sold and sterling purchased on 
advantageous terras during the busy season, but monsoon conditions 
and the course of export trade, can not be anticipated; and the Secre- 
tary of State used to sell his drafts in both the seasons, as he wanted 
funds to meet various obligations during the 6rst as well as the 
second half of the financial year. The gold value of the rupee 
being fixed by law and the Secretary of State for India having bills 
of exchange worth crores to offer annually to draw funds to London, 
government was in a position to fix the rate of the Indian exchange, 
of course, within the obvious limits. The Government of India 
now manages its remittance programme by the purchase of sterling 
on the same principle and in the same manner. And when exchange 
was at 1 6d., the Secretary of State would offer to sell rupees to any 
amount at 1 6^d., the rate being lower when demand for remittance 
was slack. The proceeds of the council bills and sterling [drafts are 
devoted to (1 ) current outgoings, (2) transfer to Currency and Gold 
Standard Reserves, if bills have been met in India out of these Re- 
serves, (3) repayment of debt, temporary and permanent, and (4) 
avoidance of debt. 

We are not directly concerned here with government balances 
and borrowing operations. It will be sufficient to remark that for 
the capital programme of each year, loans are floated in London and 
in India, and the larger the amount the Secretary of State can draw, 
the smaller will be his borrowings in the London market. India's 
gold import and export points were, in pre-war years, slightly over 
and below the fixed rupee-sterling exchange by about ^th of a penny. 
The rate of 1 6ad. could be obtained during the busy season without 
difficulty ; but slightly reduced rates had to be accepted in slack 
months when money conditions in the market were easy. “In 
1 909-10 a rate below 1 6d. continued for the first six months of the 
year. In 1910-11 it lasted from the middle of May to the middle 
of August. In 1911-12 the fall appeared only for two weeks in 
June while in 1912-13 it never fell below I6d. during the first nine 
months of the year’.” How the drawings by means of Council drafts 
and purchases of sterling bills are distributed over the year in a 
normal year and may be disturbed in abnormal conditions when ^re- 


1 Report of the Curreocy Department, 1912-19. 
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verse councils’ have to be sold in India, wilLbe clear from the follow- 
ing tables 

(I) 

Sale of Council Drafts Sterling purchased tn 

India A vcrage Rato 

( Id lakhs of rupees) ( la mllUons of £ and 1928-29 

crores of Rs.) 




1913-14 

1916-17 

1928-29 






£ 

Re. 

s. d. 

April 


3,92 

1.80 

S-6 

4*8 

1—6 

May 

• »» 

83 

2.94 

4*4 

5-8 

1—6 

Jane 


1.50 

1.39 

•7 

•9 

1—6 

July 


1.31 

1.20 


eee 


August 

»• e 

1,70 

1.55 

• M 

• • e 

i % # 

September 

•«e 

4,09 

1,40 

ri 

1*5 

1-6 

Ootober 

•be 

6,12 

A14 

4'5 

60 

]— €-05 

NoTember 

••• 

All 

10,58 

so 

4-0 

1—6*08 

Deoember 


5,90 

8,45 

3*4 

4*5 

1—6-06 

January 

eee 

6,80 

4.67 

1*9 

2-6 

1—6-05 

February 

• ee 

A91 

5.94 

3*8 

5*1 

1—6*06 

March 

• ee 

3,41 

4,88 

3-9 

5*2 

1—6 



46,60 

49.04 

301 

41*0 

1—6-01 




Drafts sold in TgTS-i6 and in igtd-ig 


Mofiib. 


AprU 

Maj 

Jane 

July 

Aagugt 

September 

Ootober 

No7ember 

December 

January 

Febntary 

March 


Tot^il 


aterltug transfers on 
London (in thousands 
of pounds). 


651 

3.377 


815 


4.893 


Council bills and tela 
graphic tranefers (in 
l^bs of mpeea). 


1915-16 1918-19 J915-16 


1,53 

1,03 


2,17 


1918-19 

4.35 

0.98 

5.09 

5,75 

4,53 

3.48 

2.59 
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(III) 

Trade Balance and Sale of Drafts. 


Year 

Net Exports 
Private met' 
chaodise 

Net Imports 
of Private 
Treasure 

Govt.Remit- 
taDces to 
LoodoD 

Average 

Rates 

Sales of 
Reverses 
Councils 

Average 

Rates 


Crores of Bs. 


Mi)], of £ 

a. d. 

Mill, of £ 

s. d. 

1906-07 

68-2 

21-6 

34-0 




1907-08 


27-3 

15 7 


•70 

1-3-9 

1908-09 


' 16-6 

13-3 

1-3-9 

7-9 

l-3‘9 

1909-10 


31-0 

27-8 

1-4-0 

•15 

1-3-9 

1913-14 

65-6 

29-5 

31-2 




1914-15 

43-6 

18-4 

7-1 

1-4-0 

8-7 

1-3-8 ■ 

1915-16 

65-3 

10-4 

20-8 

1-4-0 

4-8 

1-3-9 

1918-19 

84-8 

-08 

22-5 

1-5-4 

5-3 

1-6-0 

1919-20 

125-9 

10-8 

31-2 

1-9-6 

24-5 

2-7-7 

1920-21 

77*5 

1-2 



30-9 

2-2-0 

1921-22 

20-9 

12-1 






The financial year 1915-16 opened with a weak exchange and 
small quantities of bills were sold in the first two months. In the 
next three months the sales practically ceased and sterling transfers 
had to be sold on London. In April, tenders had been accepted 
by the Secretary of State at Is. 3|^d. for bills and the rate in May 
fluctuated between Is. 3|^. and Is. 4^«5d. The exchange steadily 
rose to Is. 3^d. towards the close of August and to ls.4^d. in Decem- 
ber. Sterling drafts were sold by the Government of India at I s. 
3|od. per rupee. In the years 1916-17 and 1917-18 the exchange 
ruled high. In 1918-19, there was a good demand for councils 
during the first seven months of the official year, but from November 
onwards a demand for drafts in the opposite direction was steadily 
maintained. As we have already explained, the Government of 
India had to spend very large amounts for His Majesty's government 
who repaid the sums in London to the Secretary of State. It was 
difficult, with the depleted treasury balances in India, to meet council 
drafts for which demand was exceptionally heavy. As a result, ex- 
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change went up, those desiring to make remittances to this country- 
having to pay more pence than usual while a rupee paid in India 
could buy a larger amount of pence in London. The Indian system 
of exchange could be managed in stormy weather only by the use 
of its two safety valves — the expansion and the contraction of the 
currency — by the sale of drafts in either direction. But its mecha- 
nism broke down when it was called upon to face unexpected 
dangers in the latter part of the war period. 


213. abnormal Developments;— In order to explain clearly 
how and why the breakdown of the mechanism occurred, it will be 
useful to recall briefly the basic principles of the system. It has 
been shown above how exchange between two countries arises, how 
it is expressed and what part the India Office and the Government 
in India play in regulating the Indian exchange. The rate of 
foreign exchange is ordinarily the relation the metallic contents of the 
standard coin of the country bears towards those of others. Between 
countries with a fuU gold standard the par of exchange is, therefore 
simple. In countries where gold is, however, adopted as the 
measure of value only for exchange with other countries and the 

internal demand for currency is met by silver tokens or paper the 

relationofthe national currency with gold is fixed by government 

and IS maintained by means of the regulation of the supply instead 

of being left to be adjusted by economic forces. The experiment of 
such a system of a gold exchange standard having proved successful 

in India, It has been adopted in Mexico, the Straits, the PhUipines 

hv temporarUy forced on European countries 

by extraordinary war conditions. 

ween^hf “.row ayfem of exchange, the rate fluctuates bet- 

ween the gold points and is regulated by the relaUon between the 

demaudforandthesupply of bills of exchange ortheimportandexport 

of co^odities. The whole business is managed by banUu 
and the government hag Uttle to do with it. In countries whL the fold 
exchange standard prevails, it is otherwise. There the government s 
bound to maintain the artificial rate of exchange it hn. ‘ 

gold and the token ourrenoy. The ^1^0^ a State on^ 
ly to be to give to the people suitable me’dia of ex^Lnge of 
ed weight and fineness and then to leave prices and 
to be determined by the operation of theVoral e^SsC; 
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maufiged by banks. The inten’ention of the State is called for and 
justified only in exceptional circumstances, and the great war provid- 
ed numerous instances of such interference in all countries. In India, 
however, management by the State has been the rule, and non-inter- 
ference is exceptional. A system of exchange is indeed not bad 
simply because it is State ‘managed.’ A central national bank has to 
manage it if the State is not to interfere. In India, there is a 
divorce between banking and currency management and these have 
been very partially combined under government control and confu- 
sion lias resulted. It is essentially the nature of the management 
and its effects upon the trade, industries and the economic condition 
of the people, tliat make all the difference. 

The government undertakes, under the scheme of managed ex- 
change and currency, to supply currency at both ends and thus to 
maintain the parity of gold and the tokens. It maintains exchange 
funds inside and outside the country and sells drafts both ways as 
necessity requires. The foreign importer of Indian goods will prefer 
rupee drafts to gold shipments because the former are cheaper. The 
Indian exporter is able to negotiate his bills at a trifle less than the 
fixed rate of exchange and the Indian importer of foreign goods buys 
the sterling drafts by paying a little more than that rate. As normal- 
ly India has had a favourable balance of trade and the government 
controlled the supply of rupees, little diflSculty was experienced in 
maintaining the legal rate of exchange. 

The stability of the exchange standard is, however, threatened 
when government is not in a position to maintain the artificial value 
of the token coins in times of trade depression or financial crisis. 
The difficulties experienced by the Indian government in 1907-8 
and during the war period, luave been already described. Danger 
may assail the exchange system at either end. On account of a 
large excess of Indian exports over imports the demand for the Indian 
currency rises, the exchange rate goes up and, owing to monetary 
stringency or inadequate government balances to meet them, suffici- 
ent quantities of council drafts can not be sold. Or, owing to a 
diminution of exports, importers do not secure an adequate quantity 
of sterling drafts and exchange falls, the rupee being able to purchase 
a smaller number of pence. In the second case, rupees seek gold 
but do not get it at a reasonable price ; and government, wliich is 
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bound to maintain the legal rate of exchange, sells drafts on London 
for rupees offered to it. The first case is not comparatively so in- 
convenient as under it government has only to coin fresh rupees or 
issue currency notes. But there is another contingency which was 
little contemplated in the discussions of the Indian currency system 
which were cmied on for two generations. The problem to be 
faced was all along the continuous fall in the price of silver and the 
consequent continuous decline in the gold value of the rupee. It 
was one thing for government to be required to coin and supply 
sufficient rupee currency in times of monetary stringency and 
supply gold or sterling drafts when there was depression. But it 
was a radically different matter for it to be called upon to issue 
rupees at a rate or price which was lower than the cost of manufac- 
turing the coins. Few dreamt that a time would come when the 
value of the silver content of the token rupee would go above its 
face or legal value. 

But the unexpected did at last happen. In 1916-17, there 

was an abnormally large balance of trade in favour of India, the 

sellers of sterling exchange greatly outnumbered the buyers, and as 

there was little import of gold to fill up the gap, the former had to 

accept any price in rupees that was offered for their bills. 

The supply of export bills, that is of sterling, being larger 

than the demand, they fetched a smaller price in rupees 

which is the same thing as saying that the rupee came to be 

worth more or equivalent to more than I6d. Or, to put 

it in another way, the remitters of funds to India for the excess 

exports of this country, did not find a sufficient number of sellers 

of rupee biUs and had to pay more for each rupee they wanted to 

lay down m India. And thus the exchange value of the rupee rose. 

In January, 1917, the exchange rose to heights that had never been 

reached since the sterling value of the rupee was fixed. An attempt 

was made by the exchange banks to arrive at an agreement not to 

sell telegraphic transfers on London above Is. 4d., but it failed and 

exc^nge transactions are reported to have been put through at as 
high a rate as Is. 6d. 


The sowing exchange was brought down to Is. 4d. by the in- 

State who induced the London offices 
of the Exchange Banks to pm their Indian branches to a rate of 
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Is. 4d. for T. T.s on London. Whatever resources were available 
in India, had to be first devoted to the financing of exports of 
Imperial importance to assist in the prosecution of the war. The 
Exchange Banks promised to give prominence to such exports and 
loyally carried out their undertaking. They w'ere, of course, reim- 
bursed for the losses due to their overbought position by the Indian 
government who allowed them to bring back funds to this country 
at rates at which they had been taken out. Council drafts were sold 
during 1917 only to the chief Exchange Banks and a few firms of 
special eminence on the Approved List who agreed to sell drafts at 
prescribed rates. The refusal of the Banks to buy bills without full 
cover’ caused great inconvenience to export merchants, but the need 
of financing exports of urgent national importance was paramount 
and other interests were subordinate. Governments in other coun- 
tries were similarly compelled to ‘peg’ exchange by means of rigid 
control of the movement of gold and by the floatation of foreign loans. 

In the crisis of 1 907 when our currency system was subjected 
to a severe trial, the country suffered from a low exchange, and 
sterling drafts on London were sold, as had to be done again in 1915 
and occasionally in later years. But now the exchange soared high 
and the large quantities of rupees and notes supplied in 1 91 7 were 
not adequate to the demand In the one case it was plethora of 
Indian currency and in the other, insufficiency of it, which upset 
the exchange organization. We have shown on a previous page* 
how heavy was the outlay of money which the Government of India 
had to undertake on behalf of the Imperial government. The Indian 
government did its level best to satisfy the demand for currency by 


1 When baoks purchase export bills, they have temporarily to part with 
tbeir fuods acd in times of mooetary striogenoy, they are unwilliDg to discount 
these bills unless they are supplied with the means to make up tbeir depleted 
resources. These means are the offers of rupees made by importers and others 
who want to make remittances abroad, and the sales by banks to them of the 
eterliog drafts 'cover' tbeir purchase of export bills. Merchants who dealt both in 
import and in export bnsiness, could readily provide 'cover* required by banks while 
those who only exported were at a serious disadvantage in not being able to sell 
their bills to them for a lack of 'cover*. Those merobants who bad remittances 
to make naturally stood out for higher rates but did not always succeed owing to 
government control of exchange. 

2 See page S$4 above. 
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issuing notes and coining fresh rupees. Owing to the cessation 
of gold imports, the strain fell on silver which was at the time in 
universal demand for coinage purposes. The Secretary of State 
made no arrangement with the Imperial government to liquidate its 
debt to India, and India’s war gift to Britain afforded only partial 
relief. The gross circulation of notes was 60‘26 crores in January, 
1915, 62-42 crores in January, 1916 and 84-36 crores in January, 

1 917; it rose to 108 crores in the September of the last year. It shot 
up to 158 crores in March, 1919 and to 174 crores in March, 1920, 
decreasing by about 8^ crores on the same date in the succeeding year. 
The net coinage of rupees amounted to 10-14 crores in 1913-14, to 
13*5 lakhs in 1914-15, to minus 2*07 lakhs in 1915-1 6, to 29-38 
crores in 1916-17, to 22-64 crores in 1917-18 and to 5T53 crores in 
1918-19. The exchange could, however, be maintained at 16d. only 
so long as the favourable balance of trade could be liquidated and 
suSScient metallic currency could be supplied (partly even to 
take the place of gold imports which practically ceased), but not 
further. 

214. Dear Silver and Excbange;— But to add to these 
diflSculties, the price of silver went up to an unexpected height. 
The rise was at first small and slow, but later on, owing to heavy 
demand everywhere, particularly in China and India, it became 
rapid and steep. Before the war, the price of silver was about 24d. 
an oz.; ia September, 1917, it was 55d. and constituted a record 
since 1878; in February, 1 920, it rose to 89d. per ounce. The white 
metal, which was so long neglected and contemptuously treated, 
had its revenge. Silver was in demand everywhere for currency 
purposes. Each nation conserved its gold and multiplied paper 
currency. The daily expenditure of millions for the conduct of the 
war caused a tremendous expansion of currency, and silver had its 
turn. The metallic value of the rupee now exceeded its nominal 
value and the government had to issue ordinances against the 
melting of the coins and the export of silver. It also prohibited the 
private import of silver and acquired the imports of gold at stated 
prices based on the sterling exchange value of the rupee. These 
prohibitory measures reduced the Indian shver market to a water- 
tight compartment and the course of silver prices was erratic, the 
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The highest and the lowest prices of standard silver per ounce in 
London were as follows 


Year 

Price in Pence 

Year 

Price in Pence 



Highest 

Lowest 


Highest 

Lowest 

19U 

« « • 

27^ 

nu 

1918 Dec. 

48M 

00 

1915 

• •• 

2714 

22A 

1919 May. 

58 

59A 

1916 Jan. 

« « « 

27|'‘ff 

25 U 

1919 Aug. 

61M 1 

5554 

1916 Deo. 


37 

35U 

1919 Sept. ... 

64 

64 

1917 Jan. 

• • • 

' 3914 

38 

1919 Oct. ... 

66H 

6254 

1917 Aug. 

• « • 

46 

4014 

1919 Nov. .. 

76 

6514 

1917 Sept. 


55 

46 

1920 Jan. ... 

85 

€5^ 

1918 April. 


49^ 

4514 

1920 Feb. ... 

8914 

82 


The advance in the price of silver necessitated alteration in 
the rate at which the Secretary of State used to sell rupees, viz., the 
Indian exchange. Owing to the high price of silver, which rose to 
46 d. an oz. in August 1917, the rupee was no longer a token : its 
intrinsic value was higher than its face value. Instead of yielding a 
profit, the issue of rupees caused a loss, if the Councils were sold 
at the old fixed rate. The Secretary of State, therefore, put up the rate 
to 17d. The question here arose, whether government was not 
expected under its exchange standard system, lo maintain the rupee 
at the 1 6d. level and to make up the loss by drawing upon the Gold 
Reserve. The fund built up out of the profits of rupee coinage and 
expressly set aside for the maintenance of exchange, it was con- 
tended, was the source from which the loss should be made good. 

The Finance Member met this contention with the plea that the 
Gold Reserve was never intended to serve the purpose for which it 
was proposed it should be used, that charging the loss caused by 
the high price of silver to the Reserve would entail indefinite res- 
ponsibilities and liabilities and that whatever burden exporters had 
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to bear, was counterbalanced by the advanced price of Indian pro- 
duce. He defended the Secretary of State’s action in enhancing the 
rate of exchange to 17d. on the ground that he could not sell his 
drafts at a price which meant a loss of about one penny for every 
rupee that was supplied.* It was a step most reluctantly taken, he 
said, but all things considered, it was inevitable and perfectly rea- 
sonable, Whatever weight might be given to the other arguments, 
the contention about the purpose of the gold Reserve was not right. 
If the rupee is a note printed on silver, the Reserve set aside on its 
behalf, is the fund that has to be utilised to encash or liquidate 
it®. When the old relation between the rupee and sterling 
was broken, the value of the rupee followed the rise in the price of 
silver ; and the rate of exchange was put up by successive stages 
from 1 6d. to 28d. as shown in the following table : — 


Dat9 of lotroduotioD. 

Srd January, 1917 
£8th August, 1917 
ISth April, 1918 
18th May, 1919 
12th August, 1919 
15th September, 1919 
SSnd November, 1919 
12th December, 1919 


Minimum rate for 
Immediate T. T. e. 

1 4 1/4 

1 5 
1 6 
1 8 
1 10 

2 0 
2 2 
2 4 


There are two matters which must be noted in this place. 
First, the price of sUver was governed by the policy of control and 
decontrol pursued by the governments in U. S. A. and Great 
Britain as well as by the demand ia the Far Fast ; and second, the 
rate of exchange in India was regulated by the sterling-dollar ex- 
change. With the passing of the Pitman Act in April, 1918, a 
wntrol pri^ of 1 Dollar per ounce was established, to be raised in 
August to 104 cents. England foUowed suit and fixed a maximum 
pn^ of 49d. per standard ounce. When the London-New York 

exc^np was « unpegged "early in 191 9, the maximum price was 

made the equivalent of 104 cents at the current rate of exchange. 


William Meyer's speech iutrcduoing the Fiuanolal Statement for 
2 Read B. F. Madon’s atatement submitted to the Hilton Young Commlislon, 
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In Ma)', 1919, the control in America over the export and the price 
of silver was removed and the restrictions over the maximum price 
in England were abolished. In the course of 1 920-21, there was a 
gradual fall in the price of silver, 30d. being reached in March, 1921; 
and combined with an adverse balance of trade, it brought down 
the rate of exchange steadily to 14|d. in that month. It will be 
clear from this that exchange is governed as much by abnormal 
clianges in the prices of gold and silver as by the balance of indebt- 
edness. 

The disturbance ciiused by the titanic war, to trade and in- 
dustries, affected the exchanges all the world over. The normal 
balance of trade in the case of some of the belligerent countries was 
violently upset ; and England was not able to maintain its exchange 
with the United States of America, the only important country in the 
world where the pre-war gold parity was in operation, in spite of 
large borrowings in that country. In view of the fluctuations and 
uncertiinties of the exchanges of other countries, the disturbance 
wliich the Indian excliange suffered, must be regarded as a common 
lot shared by India with others; and though there is no doubt that, 
on the whole, the financial and currency mechanism of India was 
skilfully handled when it is remembered tliat the machinery was 
placed at the disposal of the Imperial government for enabling it to 
prosecute the war with vigour, our government can not be 
complimented on the way in which they shaped their remittance 
policy, altered permanently the old ratio between gold and the rupee, 
dealt with the imports and exprots of gold and silver and managed 
the sale of reverse councils. Its defence of the Secretary of State’s 
policy referred to above, was lame and laboured and amounted to 
a confession of failure. 

215. Course of Exchange : — We need not repeat what we 
have stated earlier in this chapter with respect to the methods of ex- 
pressing the rate of exchange. Below we give only typical illustra- 
tions of those methods which will also serve to demonstrate how the 
exchanges all the world over have been violently disturbed by the war 
and how there are cases of deterioration, of recovery, of rehabilitation 
and of devaluation. It should be noted that the war time inflation hav- 
ing rendened impossible the restoration of the old par of exchanger 
France, Belgium, Italy and Poland have been compelled to devaluate 
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their currencies and change their monetary standard to fit in with 
the high level of internal prices : — 

JRates of Exchange in London on Foreign Centres. 




% 

t^ bo 

During 1920. 

During 1921 

0 

•S 

o 

CO 

o> 

Place 

Method of 

o a 





§ a2 



A 



A 



QUOtlDge 

iSs 

IQ 

O 

es 

U 

0 

0 

fj 

Higbes 

0 

0 

» 

O 

1-3 

^ 0 

A 9 

0 

a 

a 

0 

Nev York 

Dollars to £ 

4-861 

4-59 

3*65 

4'23i ' 

S-53J 

4*401 

4-87 

Moatreal 


r old 

• •• 

• •• 

4-56i 

3-98i 

4*474 

4-93 

Paris 

FraDcs to £ 

\ 25-22i 
) new 

C 124- 21 

68-80 

40-75 

61-75 

45-35} 

62-674 

123-8 



r old 







Brussels 

Belga M 

S 25-2 
) new 

« •• 


• ee 

• •• 

• «• 

04-91 



C 85 0 







Berne 

tl V 1 

52-2 

23-33 

19-40 

24-30 

20-08 

23*26 , 

25-21 

Copenhagen ... 

Kronor to £ 

1815 

25-91 

19-60 

24-03 

18-50 

20-634 

12-10 

Amsterdam ... 

Florins to £ 

1210 

25-91 

480 

11-85 

11-06 

ll*42i 

Vienna 

Sobligs to £ 

3458 

• •• 

• •• 

-•• 

• •• 

ee • 

34*6 

Berlin 

Marks to £ , 

20’43 

365 

120 

1,275 


1,557 



/ old 

203 

20*38 

Warsaw 

Zloty to £ 

\ 25.22 
j new 

43-3 

370 , 

26,000 

2,200 

20,00 

43-44 

1 


C43-4 


1 




C old 


1 

1 





Milan 

Lira to £ 

) 25-22J 

j new 

C82*46 

106 

50 

109 

1 

70 

; 94^ 

1 

936 


Constantino* 

pie 

Pia^tas to £ 

110 

« • • 


890 

490 

1 730 

1 

1070 

Madrid 

Pesetas to £ 

25 22i 

f old 

8*90 

18-GS 

32 50 

26-50 

1 28-37 

35-3 

Bombay 

Ruj ee to £ 

S Ud. 
j nsw 

33id. 

16|d. 

181 

14}d. 

I5|i 

174d. 

Yokobatna ... 

Yen to sterl* 
ing 

Tsel to sterl- 
ing 

\ 16d» 
24*43de 

d6d. 

28d. 

32| 

27Ad 

26jd. 

24-Od 

Bbangha! 



• e« 

521 

SSd. 

424d 

2744 

Hongkong ... 

Dollars to ster- 
ling 

• ee 


« ■ e 

26|d 

2Gid. 

Slid 

04 d 

Bio de Janeiro 

Pence to 
Miireis 

16d. 

18 r 

91d. 

10|d 

6Sd. 


^ 541d 


In studying the exchange tables, the methods of converting in- 
tetnaUonal currencies into terms of one another, should be carefully 
marked. The mint pars of exchange and the wide departure there- 
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from of several rates deserve to be noted. The familiar ‘gold points' 
will be seen to have ceased to operate. The Indian course of ex- 
change exhibits the varying purchasing power of the rupee; and the 
price of silver and the depreciation of sterling are important factors 
in it. Recent developments reflecting the appreciation of the rupee 
in terms of the franc and the dollar are remarkable. A typical 
Indian course of exchange will be as follows: — 


Indian Course of Exchange. 



March, 1918 

Jane, 1920 

July, 1922 

Jan. 1930 

Bank T. T. on Lon- 

U. 4|>d. 

2s. 

la. 3T«gd. 

Is. 5|d 

don 



Bunk Demand Draft 

Is. 5^id. 

20-.id. 

Is. 3Ud. 

la. 5|«d. 

on London 


Bank Demand 

102 francs 

480fraiius 

340 frances 

922 francs 

Drafts on Paris 

for 100 Rs. 

forlOORs- 

lor 100 Rs. 

for 100 Rs. 

Bank’s 3 monllis 

198^ francs 

556 francs 

350 francs 

040 francs 

on Paris 

Bank’s D. D. on 

Bs. 297 for 

Rs. 310^ 

Rs. 336 lor 

Rs. 278^ for 

New York 

100$. 

for 100$. 

100$. 

100$. 

GO Day’s sight 

Rs. 144^ for 

Rs.liefor 

Rs.l59^for 

Rs. 132^ for 

Japan 

100 yen 

100 yen 

100 yon 

100 yen 

D. D. on Hong- 

Rs. 213 for 

Rs.219^for 

Rs. 202 for 

Rs. IIOJ for 

kong 

100 dollars 

lOOdollars 

100 dollars 

100 dollars 

D. D. on Shan- 

Rs. 303 for 

• • • 

Rs. 270 for 

Re. 136| for 

ghai 

100 taels 


100 dollars 

100 dollars 


21b. High Exchange: — The Government ofindia went on rais- 
ing the rate of exchange, as we have seen, in response to the rise in the 
price ofsilver and thus abandonded, forpurposes of foregin exchange, 
the old ratio between the rupee and the sovereign, while maintaining 
the legal relation for iuternal purposes. This latter ratio was only 
nominal since the sovereign was at a premium and had disappear- 
ed from circulation, large quantities of it having gone to the melting 
pot. This policy was believed to be in consonance with the principle 
underlying the gold exchange standard and was defended on the 
ground of the impracticability of the alternative courses. It remained 
for the Babington Smith Committee merely to decide at what rate 
exchange should be stabilized, and it recommended 24d. (gold) as 
the most suitable rate. It stated that ‘the stable relation to be 
established between the rupee and gold should be at the rate of ten 
rupees to one sovereign, or in other words, at the rate of one rupee 
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to 11 *3001 6 grainsof fine gold both for foreign exchange and for inter- 
nal circulation.’’ The rupee was not linked to sterling as before 
on account of the depreciation of the latter ; but sooner or later 
sterling and gold were expected to attain the old parit}' of value. 
There was no novelty of principle in this linking of the rupee to gold ; 
and in practice, it would have to be measured in terms of sterling, 
depreciated or otherwise. 

The change from 16d. to 24 d. as the gold value of the rupee, 
was necessary, in the opinion of the Committee, to protect the rupee 
from the melting pot. At the new rate, it would be profitable to 
use the rupee as bullion, rather than as a coin, only when the price 

of silver exceeds 63d. an ounce, and it was believed that as at this 
price the silver currencies of France and the U. S. A. are likewise 
threatened, 24d. (gold) was a safe rate to adopt. But 8d. was a 
considerable rise in exchange and the high rate was calculated to 
have a detrimental effect upon Indian producers and manufacturers. 
Though consumers and importers would benefit by the ratio of 1 

sovereign =::10 Rs., cultivators and others would lose because they 

would receive for their commodities Rs. 1 0 instead of Rs. 1 5 for each 
sovereign. 


The comparative disadvantage of a high rate of exchange was 
a subject which had been discussed by the Herschell and the 
Fowler Committee and they had arrived at the conclusion that a low 
rate does not confer any permanent benefit upon the country and 
that the contrary claim had not been borne out by the trade and 
other statistics. The change recommended by the Babington 
Smith Committee was rather large and it had to justify the rate of 
exchange it favoured. The strongest arguments it could urge, of 
course, were that (1) a return to the old rate was impracticable in 

view of the probable prevalence of a high price of silver, that (2) the 
undesirability of tampering with the rupee was a very serious 
consideration and that (3) the inconvenience and disturbance 
caused by too low a drop from the rate already reached had to be 
obviated. The Committee, however, laid great stress upon the 
benefici^ effect upon prices and upon the population generally, of a 

high exchange which was for that reason, welcomed and had been 

urged by the Government of India. 


rt,.. Exchanget-Besides the argument 

that in slabihamg, exchange, the least disturbing course to follow is to 
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adopt a rate as near as possible to the prevailing rate, the considera- 
tion that appeared decisive to the Committee, was the ameliorating 
effect a high exchange would produce upon the political unrest 
which had widely spread throughout the country. With a high 
exchange, a stated amount of English money in which the value of 
Indian exports was expressed, would be converted into a smaller 
number of rupees, and therefore, the Indian prices in rupees would 
be lower. The rupee ‘being rated at a higher amount, importers of 
goods would pay smaller prices in rupees for foreign commodities, 
with the same result. A falling exchange liad, before 1 893, prevented 
Indian prices from going down in conformity with the declining 
prices of Europe. It was believed that on a parity of reasoning 
a liigh exchange would prevent Indian prices from rising in unison 
with the high prices ruling in western markets. The fact that the 
rise in Indian prices was comparatively small, was attributed to the 
government policy of raising sterling exchange. The Government 
of India very strongly favoured a high exchange on this account, 
and in justification for the relief that would be afforded to the con- 
sumers, pointed to the prevailing discontent which Iiad occasionally 
burst out into violence and crime. The Committee attached very 
great weight to tlris plea’ and also advanced further reasons In sup- 
port of its recommendation. 

It was urged that apart from the fact that if the country lost on 
its exports on account of fewer rupees being obtained by producers 
and merchants for them, it would gain on imports, the cheapness of 
wliich was an important consideration from the point of view of in- 
dustrial development as well as that of the consumer harassed by 
high prices. The loss caused by a high excliange would be more than 
made good by the unusually high prices which Indian’s exports com- 
manded and would continue to command in the outside markets. 
Further, an analysis of the population by occupations showed tliat 
the number of cultivators and others who were likely to benefit by a 
low excliange, was smaller than thatof those who would suffer hardships 
thereby. It was contended that the effects of a high or low exchange 
were only transitory and that adjustment between wages and prices 


1. *'Wo are led therefore to the conclusion that on economic and aocisl 
grounds it is not desirable to restore a low level of exchange for the rupee under 
present conditions. Such a level would tend to augment prices generally and to 
aggravate the dangora of social and ceonomio discontent.”— Report, para 50, 
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established an equilibrium in a short time. Foreign competition with 
Indian industries was not to be apprehended and the low cost of 
wages and raw materials would place India in a position of decided 
advantage. Moreover, there would be a good deal of saving on the 
Home Charges ; and though the revaluation of sterling securities and 
gold in the Currency Reserve would result in a loss, it would be 
wiped out by savings in a few years and a surplus would accrue 
to the national exchequer. The above considerations combined to 
lead the Committee to decide in favour of a high rate of exchange.* 


The Committee's line of reasoning becomes intelligible when it 
is remembered that the primary aim it had placed before itself, was to 
stabilize the rupee and to prevent it from going into the melting 
pot, and it found no difficulty in arraying arguments in favour of the 
course it recommended, when the aim was to be attained at any cost. 
It speaks of the saving on the home charges but does not take 
sufficient account of the fact that it is equivalent to heavy indirect 
taxation of the people. And it has no hesitation in stating that if 

the MBts of production did not respond to the fall in prices which 

might take place in the world's markets, the whole question of the 
Indian currency system should be reconsidered. Granted that the 
™pee weighing 1 80 tolas of sdver th fine was not to be tampered 
mth as the chief com ; granted that its gold value must be pitched 
kgh enough to preserve its token character and protect its circula- 

tiouj granted further that a high rate of exchange had kept Indian 

prices at a comparaUvely low level and that the operation of this 
rause must be allowed to continue; granted again that prices in the 

' considerable demand 

being harmful to 

ndustnes and trade, a high exchange was likely to prove beneficial 

nfrZel -^quen 


It was only natural, after the conclusion of the war. that them 
should be a strong desire generally felt th at government should take 

•re Lt Xr fclm tt.'aJ'ng 

and that oertaiDimportantadvantaBMwiU folw r^ v^^ 

w-Kaport, para Si, ® ioUow from suoh a course of aotion." 
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expert advice as regards the manner in which the currency and ex- 
change system of the country should be rescued from the chaotic 
state into which it had been thrown by the abnormal conditions of 
the preceding five years and should be placed on a sound footing. 
But the Babington Smith Committee was called upon to perform an 
impossible task in being asked to make recommendations with a 
view '‘to ensuring a stable gold excliange standard.” Where were 
the data on which it could proceed? How could it form an estimate 
of the course prices would follow in and outside India and particular- 
ly of the prices of silver? It could not but grope in darkness 
and rely upon powers of prophesy ; and it had to admit that “present 
circumstances are abnormal and tliat it is extremely difficult to fore- 
see future developments.” The Committee unfortunately felt 
precluded from proposing a postponement of taking a final decision 
as to a definite exchange rate, as had been suggested by some 
witnesses, notably by Sir Lionel Abrahams. Conceding that “for 
the current operations of trade, stability is an important facility 
rather than an essential condition”, the Committee recommended 
that the rupee should be made stable at as early a date as practicable. 
It was still more unfortunate that government decided to act up to 
the recommendations immediately though the policy involved radical 
changes and serious risks. The Committee took full account of the 
influence of exchange on prices. It is obvious that sterling obtained 
for Indian produce is turned into rupees at the prevailing rate of 
exchange and the higher the rate the fewer are the rupees for which 
exports will be sold. Prices of imports will be lower for 
the same reason. A rise in exchange, therefore, stimulates im- 
ports and checks exports, and by reducing the favourable trade 
balance, brings about an adjustment viz. a fall in internal prices. 
Excliange would thus seem to depend, in the ultimate analysis, upon 
the ralation between internal and external prices. But the problem 
is not so simple. 

218. Purchasing Power Parity -The relation between 
internal prices and foreign excliange has been a subject of contro- 
versy among economists. While the effect of internal price 
levels upon the rates of foreign exchange is generally admitted, the 
dispute lies between the extreme advocates of the ' balance of pay- 
ments theory ' and the upholders of the ' purchasing power parity 
theory.’ The former assert that foreign exchange is governed 
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by the prevailing conditions with respect to exports and imports, or 
rather, the external claims and obligations of a nation ; and 
the latter maintain that it is regulated by the relative price levels 
within and outside the nation. In themselves, the two theories 
are one-sided, and the confusion in the currency systems of 
European countries in post-war years and the rehabilitation and 
devaluation of their standard monies, have provided interesting 
tests for their validity. An understanding of these theories and 
an examination of the above evidence will prove useful in view of 
the fact that the question of the connection between the rate of 
exchange and internal prices, loomed large before the Babington 
Smith Committee and the Hilton Young Commission and has given 
rise to sharp difference of opinion in India. Was the comparatively 
high rate, either 24d. or 18d,, as against the old legal ratio of I6d., 
justified by the external and internal price levels or had it more 
to do with the international balance of payments ? The relevant 
statistics we have given in this and the preceding chapter, will 
throw very useful light on this problem. Price statistics and 
figures relating to means of payment and media of exchange, on 
which conclusions can be safely based and which are ordinarily 
available, are not reliable, particularly in India, and theories must 
here be applied with great caution.’ 


Among others, Prof, Cassel has elaborated his theory of foreign 
exchanges on the basis of the * purchasing power parity ’ of the 
currencies of different countries.* According to him, it is the relative 
pnce levels in countries, and not the international balance of trade, 
that determine the rates of exchanges. This theory does not, how- 
ever, appear to differ essentially from the usually accepted old theorv 
of pn« levelling and of the trade balance. Hume and Ricardo had 
workM at it and it developed into the famous • currency principle. ' 
uoschen slated the stress of this theory from the quanUty of money 
Circulating in a country and moring in international trade transac- 
tions, to the balance of payments between countries. War-time 
monetary infiation once more brought into prominence the effect of 


exchange given by K 

mem on OmsoI a theory of pnrobaaing power parity. 

“ ■' T. B. Gregor,'. 
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increased currency circulation in a country upon exchange, and 
purchasing power parity theory appeared to give a more satisfactory 
explanation of the disturbed and depreciated exchanges of the world. 
Owing to disturbed economic conditions, the aftermath of war, cur- 
rencies of several countries were depreciated in varying degrees and 
the precious metals did not play their normal part in liquidating 
international indebtedness. Cassel's theory only emphasises this 
aspect of the situation of the world's exchanges without falsifying the 
old foreign exclmnge theory. What really happens is that the equili- 
brium of payments between two countries is effected at a certain rela- 
tive level of prices in each, which determines the rate of exchange, 
and the latter adjusts itself to changes in the state of mutual supply 
and demand. ‘ Exchange is kept within ‘gold points' near the par in 
normal times by banks and governments by influencing the balance 
of accounts, e.g. raising of discount rate. '1 he srerling-dollar exchange 
was ‘pegged’ by the British government in the midst of the disturbed 
conditions of the war-period by artificially balancing the national 
credits and debits at a fixed rate. When the trade balance is left to 
itself, however, e.xchange departs from the normal and registers the 
changing relations between the mutual demand for and the supply of 
national currencies. The rate of exchange will, therefore, be 
unfavourable, in varying degrees, to a country whose currency is 
depreciated, that is, whose level of prices has risen through the 
over-issue of paper money. The altered rate of exchange will, in 
this case, be the relation between the purchasing power of its 
currency with that of external currency, the golden link joining the 
two having been broken by tlie impossibility of moving specie. 
We are thus led to purchasing power parity ; and it follows from 
this that if price levels determine the rates of exchange, these rates 
may be manipulated to regulate prices. Prof. Keynes, the Currency 
Committee and the Hilton Young Commission later, recommeded a 
high rate of exchange for India chiefly on this ground. And a high 
exchange was to be used and was actually used as a means to prevent 


1 “ The intervalutory exobaoge io all oases depends on the sum total of the 
transaotioDs between two oountries which ettail payment In either direction. 
It is the expression of the monetary gap between supply and demand In respect 
of the foreign currency on the Bourse. The question how many marks the pound 
sterling is worth in Berlin depends on the balancing of snpply and demand. 
Supply and demand arise from unsettled business obligations and speculation. — 
Q. F. Knapp : The State Theory of Money. 
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prices in India from rising to the price levels in foreign countries.' 
While Cassell’s theory very properly emphasises the influence of 
relative purchasing powers of money on exchanges, it is, however, 
defective in ignoring the effect of items in international balance of 
accounts which are independent of internal purchasing powers and 
which may materially affect the rates of exchange.* 


219. Recommendations Accepted :-The Secretary of 
State accepted the recommendations of the Currency Committee 
whose report was published in February, 1920, and immediately put 
into operation a portion of them. Exchange was accordingly fixed 
at 24d. (gold), but the removal of the restrictions on the import of 
gold and the change in the ratio between the sovereign and the 
rupee so as to make it 1 : 10 for internal purposes, were postponed. 

The effects of tliis partial execution of the policy suggested by the 
Committee, were interesting. Instead of being stabilized, the excliange 
fluctuated violently from week to week. The 24d. rate in gold 
meant, at times, 34d. in sterling owing to the depreciation of the 
English pound as reflected in the dollar exchange. Speculators saw 
in this situation an opportunity to make profits by remitting money 
to London at the prevailing high rate and bringing it back when it 
was reduced, as it was bound to be, in course of time. There was a 
scramble for remittance, and foreign excliange became a veritable 
gamble. Here we have an interesting illustration of the ‘ balance 
of payments' theory and a commentary on Cassel’s theory 
of * purchasing power parity'. Having announced its determi- 
nation to maintain exchange at a fixed rate, government felt 
itself pigged to support it by all means in its power. During 
the major part of 1919-20, there was a good demand for 
councd drafts, but towards its close exchange weakened, and 
in 0-21, the pendulum of the trade balance swung violently 
in the opposite direction. The adoption of the Babington Smith 
Committee’s recommendations synchronised with an adverse balance 

of payments and an unprecedented demand for sterling remittance. 


Int.! f coinage of rupees in 1893. 

In!!?" * continually falling rate of exobange which 

disouBsed at the oloso of this 
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The usual method of supporting a week exchange is, of course, to 

sell reverse councils, and government started offering weekly 
remittances on its London balances which were large and which, 
it was believed, would be ample for meeting any demand that might 
be made on them. The rate that government offered for its reverse 
councils was higher than the market rate for remittance, and specu- 
lators fell over the shoulders of one another to secure government 
drafts. The demand was mostly speculative in cliaracter and gov- 
ernment lost on its sales of sterling drafts, because it was disposing 
of its London funds at rates much higher than those at which they 
had been originally remitted. Indian money remitted at 1 6d. or 1 8d. 
per rupee was being brought back through the sale of reverse 
councils at ^0 or 32d., and the difference constituted a heavy loss to 
the country. 

This policy of government was strongly criticised. It was 
pointed out that reverse councils, offers of which were justified only 
when the trade balance was adverse to India, were being sold only 
to satisfy the profit-hunger of speculators in the face of favourable 
trade conditions and thus an unnecessary loss was being inflicted 
upon the country. This transaction was even characterized as 
* organized loot,’ and loud protests were made against it by com- 
mercial bodies. The waste of public funds accumulated in London 
was variously estimated and it was stated that in less than six 
months several crores of rupees were thus recklessly thrown 
away by government. The policy was, however, persisted in 
despite public protests, and it was only in the third week of June 
that some modification of it was announced. In defence of its 
policy, government maintained that the very fact that there was a 
large demand for romittances was enough to show that there were 
large invisible imports and that the balance of payments was adverse 
to India though actually the trade balance might not be so. Many 
of those who, during war, could not remit their profits abroad and 
sought sterling drafts for the transference of their accumulated 
savings, on the restoration of normal conditions, must be accommo- 
dated as their demand was legitimate. That there was undoubtedly 
a good deal of speculation involved was not denied, and government 
tried at one time to distinguish it from legitimate dealings and to 
discourage it. Government’s offer of reverse councils amounted to 
one million sB a week but the weekly aggregate tenders were for 



REVERSE COUNCILS 


611 


£ 100 million ; and government insisted upon the tenderers deposit- 
ing a proportion of the price of the drafts as a sort of guarantee of 
good faith. Till 5th February, 1 920, reverse councils had been sold 
at the rate of 2s. 4d. — a rate fixed for the sale of council bills. 
With effect from that date, however, following the recommendations 
of the Currency Committee, the rate was founded on the ratio of 
1 sovereigD=10 rupees, allowance being made for the depreciation 
of sterling compared with the dollar in accordance with the current 
dollar-sterling exchange. The divergence between the market rate 
and the rate at which reverse councils were offered, however, con- 
tinued, and government did not see its way to stop the weekly sales. 

220. Reverse ©ouncUs:— Why was the market rate of ex- 
change lower than the government rate ? And why did government 
offer more sterling for a rupee than could be obtained in the open 
market ? The answer is that in order to give full and faithful effect 
to the 2s. (gold) ratio, government had to put its rate at a level 
which was based upon the sterling-dollar exchange while the de- 
mand for remittance not being satisfied with the supply even when 
supplemented by the reverse councils of government, the market 
rate of exchange naturally tended to decline. Between 7th April 
and 14th September, 1 920, government sold 1 » crores tolas of gold 
to the public at an average rate of Rs. 22 per tola with the object 
of making the new exchange ratio effective. But as soon as the 
sales ceased, the price of gold again shot up. The retention of the 
control over the imports of gold, the acquisition of the imported 
gold at rates dependent upon the sterling-dollar exchange and the 
continuance of the old ratio, for internal circulation, between the 
sovereign and rupees, had all to be abandoned at last as the result 
of the illicit import of sovereigns which were smuggled across the 
borders and of the continued wide divergence between the market 

rates of exchange and the parity with gold. As from 21st June, 

1920, the restriction on the imports of gold bullion and foreign coin 
was removed. It was also declared that until further notice, the 
sovereign would cease to be legal tender though during a morato- 

num of three weeks it would be accepted at the rate of Rs. 15 at 

currency offices and that the currency law would be amended so 

M establish the new ratio of Rs. lo to the sovereign. Restriction 

on the Import of sovereigns was to be removed on the expiry of the 
moratorium, ^ ^ 
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The sale of reverse councils was not, however, stopped but 
the rates at which they were to be offered were lowered to 1 shilling 
1 1 i|d. per rupee for immediate and 1 sliilling 11 j^d. for deferreds. 
The reason given for this change was the fall in the market rates of 
exchange wliich not only departed from gold p:irity but fell below 
the parity of 24d. which government would have to maintain, when 
the parity between gold and sterling was restored. The plea was 
unconvincing, and the cliange in government’s policy meant its 
inability to keep up the exchange at the fixed rate of24d. (gold) which 
would have been equivalent to about 28d. (sterling), at the current 
rate of excliange between England and U. S. A. Government admit- 
tedly gave up the struggle in despair and contented itself only with 
offering reverse councils at a little higher than the market rate, parti- 
cularly as it happened to be the rate at which sterling drafts would 
have to be sold when, with the rupee valued at 24d. sterling returned 
to its normal value. Tins policy did not mend matters ; there was 
still a divergence between the government rate of exchange and the 
market rate, amounting to 3d. per rupee. The highest market price 
for T.T.s on London was 28d. in April, 1920, 25d. in June, and 22d. 
in September, and it declined to 20d. in November, tol 8d. in Decem- 
ber, to 1 6d. in January, 1921 and to 15d. in March, 1921. During the 
next year the rate sank to 14 qjd. and there w'as a net export of 
gold. In 1920-21, the total value of gold imported on private and 
government account, amounted to Rs. 23i crores, the bulk of it having 
been brought into the country during the first eight months of the 
year. During the second half of the year, there was an export of 
over Rs. 20 crores worth of gold, which was far in excess of that 
of any previous year 1 A large portion of gold purchased from 
government was resold by the public at a profit for export. It was 
believed, in view of expected developments, that the cirumstances in 
which the Currency Committee had made its recommendations and 
the continuance of wliich it had made the basis for the high rate of 
excliange proposed, liad entirely changed and that another inquiry 
liad become necessar5^ 

This was admittedly a disastrous instance of the failure of the 
exchange standard due to the insufficiency of sterling resources to 
convert internal into external currency so as to bring about the 
appreciation of the rupee. Two years previously, the scheme had 
proved unworkable through government’s inability to supply the 
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quantity of rupees demanded ; it was now the other way round. In 
the first case, the reservoir of currency circulation could not be fed 
with a sufficiently large inflow of funds through council drafts and 
the imports of treasure ; in the second, outflow was not effective in 
draining off the superfluous currency which sought conversion into 
gold. In short, the mechanism would not function with efficiency 
and the sale of £ 55 millions worth of reverse councils did not 
produce the desired result. It is worthy of note that the Gold 
Standard Reserve Fund, the chief support of the whole system, was 
not brought into requisition at all, and the burden of supporting 
exchange was thrown upon the tax payer. ’ 


221. Persistence in ill-advised Policy:— The impracti< 
cability of maintaining the exchange at a fixed rate in circumstances 
which were not favourable to the success of a gold exchange standard 
policy even on the basis of 24d. (gold), was brought home to the 
mind of government only after a futile but costly experiment had 
been tried and the lesson had been learnt that the sole remedy for 
the situation was to leave the exchange to take its own course. The 
various steps taken by government to give effect to the recommenda- 
tions of the Currency Committee, have been described in the last 
chapter; and it will have been seen from that account that though 
necessa^ and important in themselves, as required for withdrawing 
all restrictive measures and for restoring normal conditions, they 
failed to attain the principal object aimed at viz. the stabilization of 

the exchange at the proposed or at any rate. Instead of bringing 
order and stability out of the prevailing chaos, government only 

succeeded in further confounding the confusion and in incurring a 

heay loss. It will not be uninstructive to direct attention to some 
of the prominent features of the trade and the industrial situation in 
the country and outside at the time and to the manner in which it 
reacted upon the exchange policy. 

• “‘r®. ^ 

cipated industrial and commercial bo om. A wave of unpre- 

in “‘’I®' moving a reaolimon in the Council of State 

in Maroh, 192* to. seour® from govoromeot a full statement of the real a. 

tcZTZt ontlTe” 

78 
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cedentccl prosperity appeared to be in sight, profits made and 
accumulated during the course of four or five years, were await- 
ing investment and remittance and preparations had been in 
progress for industrial expansion. Embargoes on import and 
export were being lifted and restrictions were being removed on 
all sides. It was believed that the liigh prices and large profits of 
the war period would continue while arrears of famished consump- 


tion were being made up all the world over. As many as 905 new 
joint stock companies were registered in India in 1919-20 with an 
authorised capital of 2751 crores; and the corresponding figures for 
the ne.xt year were 966 and 146 crores. During 1919-20, India 
was wafted on the rising waves of prosperity in foreign trade. Indian 
exports increased monthly from 22^ crores of Rs. in April, 1919 to 
the record figure of H crores in March, 1 920. Imports also showed 
a similar upward movement, having risen during those months from 
1 4^ to about 24 crores. Tlie total trade of the year reached the record 
figure of Rs. 535 crores. The iiigh tide of exports, however, soon 
spent itself as the purchasing capacity of foreign nations was unequal 
to the digestion of our supplies and prices were on a declining grade. 
But the imports which consisted of the goods ordered in anticipation 
of the expansion of existing business activity and of new industrial 
enterprise,' continued to pour into the country. During 1919-20, 
the upward movement of exports and imports was almost parallel ; 
in the next year, the two currents diverged widely from each other. 
The exports which had fallen to Rs. 28i crores in April, 1 920, declin- 
ed to 22 crores in September and to 18 crores in March, 1921. 

The results of the above movement of the export and the import 
trade of the country was that while the year 1919-20 showed 
a favourable balance of 119 crores in private merchandise, the 


next year had to record an excess of imports of over 79 crores! 
rhe favourable private merchandise trade balance during five 
years before the war showed an annual average of 78 crores of 
rupees, riiis annual credit balance was only slightly reduced to 
an average of 76 crores during the five war years ending in 1 91 8-1 9, 
the reduction in quantities being made up by an increase in values, 
i'hc next two years witnessed a remarkable rise and fall, breaking all 
past record, both in excess and deficiency of exports. The position 
will be found to be neatly summed up in the following passage : 


“The year 1919-20 was a period of high prices and of foverisli activity 
la trade. In India, the monsoon of 1919 had boon unnsnally good and al- 
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though the high level of prices necessitated the continuance of control over 
the export of food stuffs, the year’s trade established a record for the value 
of exports and imports alike and also a record flguro for the excess of the 
former over ths latter. Conditions in the year 1020-21 were very different. 
The monsoon of 1920 was unfortunstely bslow the average, particularly in 

North-west India and in parts of the Deccan The trade boom which 

succeeded the Armistice proved to bo short-lived. It was realized that the 
reconstruction of the shattered finances of the greater part of Europe and 
the restoration of her purchasing power was to bo a far longer and more 
difficult process than had been generally supposed. Throughout the world 
the year had beeua psriod of disillosionment, of falling prices, of restriction 
of credit and of increasing unemployment. In India the consequences are 
seen in the stagnation of her export trade throagU the falling off in the 
purchasing power of her principal customers, and in the crippling of many 
of the new companies which were started in the brief period of prosperity. 
At the same time her difficnlties have been intensified by the phenomenal 
fall in the value of silver, by the flood of lugh priced imports which were 
stimulated by the earlier high level of exchange, by the consequent swing of 
the balance of trade heavily t^alnst her, and by the failure of the Government, 
in the face of these adverse factors, to support exchange at the level which 
had been recommended by the Oommittee on Indian exchange and currency”. > 

222. Exchange Left to Itself: — For the first nine months of 
the official year, 1919-20, there was a good demand for council 
drafts, and altogether 2H crores of these were sold by the Secretary 
of State ; but during the next few months, the position was entirely 
reversed, and reverse councils for a large amount liad to be offered 
for weeks together. The steadily rising price of silver, coupled 
with the demand for rupee drafts in London and for rupee currency 
in India, compelled government, for the greater part of 1 91 9-20, to 
push up the rate of exchange successively ; and then came a decline 
and the final collapse. The market rates varied as follows, the 
rates offered by government being higher, as will be shown below — 


Market Rates of Exchange 


Date • ' 

Rate for T. T. 

Date 

Rate for T. 

let May, 1919 

...17*9d. 

loth December, 1919 

...28-Od. 

16tb May, 1919 

...19*9d. 

1st February, 1920 

...32-6d. 

loth August, 1919 

...21-Od. 

1st March, 1920 

...31*0d. 

Ist October, 191 9 

...24'2d. 

15th March, 1920 

...27-7d. 

Iffth Novembor, 1919 

...24'7d. 

lat May, 1920 

...24‘5d. 

Ist December, 1910 

.,.27-ld. 

lath June, 1920 

...22'Od. 

• » 


15th October, 1920 

...190d. 


^ Report of the Cutrenoy Department for 1920*21, 
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In January, 1920, the demand for sterling transfers sprang up, 
and reverse councils began to be offered weekly. There was an 
atmosphere of uncertainty and speculation about the immediate 
future of the exchange and the recommendations of the Currency 
Committee were expected to appear every day. The demand for 
sterling drafts was many times larger than the quantities offered by 
government with the object of keeping up the rate of exchange. In 
February, government committed itself to the new policy of a 24d. 
gold rupee, and accordingly, the rate for immediate transfers at the 
sale on 5th February, was fixed at 2s. 8d., allowance for the depre- 
ciation of sterling in relation to the dollar being included in the 
figure. In the following week, the rate was raised to 2s. 10^., 
but by 1st April, it was reduced to 2s. 4\^d. The trade balance 
which was favourable in the first two months of the official year 
1920-21, became adverse in June, and it remained so to the end of 
the year and during the whole of the next year. It was consequent- 
ly impossible to bolster up the exchange any further. The sale of 
reverse councils of 28th September, 1920, was the last in what 
turned out to be a disastrous gamble and government retired from 
the money market discomfited. The following statement brings 
out this feature in an instructive manner : — 

Course of Trade and Exchange 

Excess of Exports=( + ) 

Excess of Im ports =( - ) 

Rate of 

( In orores of rupees. ) Exchange 




Imports. 

Exports. 



(In pence) 

April, 

1920... 

22 

28 

+ 6 

• • • 

26 

May, 

1920... 

24 

28 

+ 4 

• • • 

271 

June, 

1920... 

26 

23 

-3 

• • • 

25i 

July, 

1920... 

28 

21 

-7 

• •• 

23 

August, 

1920... 

31 

20 

-11 

• • • 

22| 

Sept. 

1920... 

29 

21 

-8 

• •• 

22i 

Oct. 

1920... 

32 

21 

-11 

• « • 

21| 

Nov. 

1920... 

32 

19 

-13 


20^ 

Dec, 

1920... 

32 

20 

-18 


18| 

Jan. 

1921... 

31 

19 

-12 

« « • 

IS-g- 

Feb. 

1921... 

25 

18 

-7 


161 

March, 

1921... 

21 

18 

-6 


ISrlr 
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The highest rate at which sterling drafts were offered was 2s. 
lOd. on 12th February. The demand for foreign remittance being 
appreciably in excess of the supply, the difference between the banks' 
exchange rate and the rate offered by government on the basis of the 
sterling-dollar rate to make the policy of the 24d. gold rupee effective, 
was at times as high as 3 or 4d. The appetite for remittance grew 
with the large quantities absorbed by the public, mainly as specula- 
tive transactions. As has been indicated above, the balance of trade 
which was so conspicuously in India’s favour throughout 1919-20, 
however, swung to the other side in June of the next year, and 
with decreasing exports and steady imports, the demand for 
remittance abroad dragged the market rate of exchange down to 
22d. in that month. By the middle of June, 1 920, government had 
sold sterling remittance of the value of £40 millions in the 
course of 6^ months without succeeding in making the new exchange 
rate effective. The price of silver was also slowly declining. The 
average price per ounce was 644d. in April, 1 920, 44 d. in June, 
57d. in August and September and 38d. in December. It went 
down so low as 30d. in March. 1921. As a result, at the sale of 
reverse councils of 24th June and at subsequent sales, the rate 
adopted for telegraphic transfers was Is. 11 d, this being the rate 
which would ultimately hold when sterling returned to parity 
with gold. 


Owing to the unfavourable balance of trade, however, there was 
a progressive fall in the market rate, and the applications for govern- 
ment remittance continued to be enormously in excess of the 
weekly supply. From 15th January to 22Dd April, 1920, £2 millions 
were offered weekly and the amount was reduced to £ 1 million 
thereafter. The amounts applied for averaged about 110 millions in 
July and 120 jniUions in September. «At the end of September 

beginning of the year had totalled 
£ 55,382.000, and the note circulation between 1st; February 

and 15th September had been reduced from Rs. 185 crores to 
Rs. ISS crOTcs. But even this substantial withdrawal of currency 
prov^ ineffective to maintain exchange in view of the abnormal 
activity in the import of foreign goods and the absence of any support 
from exports. The Government of India, therefore, decidL, 

the sale of26th September, to withdraw, for the time being, t^r 
offer of sterUng drafts on London. During the remainder^ of the 
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year no further sales were made and the exchange value of the rupee, 
deprived of this support, rapidly declined.”' 

223. The Aftermath : — It is not possible to justify the sale 
of reverse councils even at a lower rate after June when the futility 
of all efforts to attain and maintain a high exchange had been fully 
demonstrated. There was a lingering hope, it appears, in the mind 
of government that it would be possible to keep up excliange when 
sterling returned to the gold parity ; or it could not withdraw with- 
out a loss of prestige from a policy deliberately adopted. In any 
case, it was not prepared, at the time, to acknowledge that the ex- 
change standard had utterly failed and went on with it till its ster- 
ling resources were exhausted. When in 1918 the gold import point 
and the bullion par of the rupee had been exceeded by the rate of 
exchange, government stoutly refused to s.-ll councils at a loss. But 
only two years later, it offered reverse councils with a lavish hand 
to all speculators who came along, though this misplaced munificence 
was equally unbusinesslike and ruinous. The country had to pay a 
heavy price for this undoubting faith of government in its power to 
fix the exchange. The depreciation of its gold and sterling assets, 
converted at an impossible rate into rupees, entailed a huge loss on 
the public treasury and caused financial and commercial confusion. 
Government’s exchange policy had cre.ated in the public mind an 
impression that the sterling value of the rupee would be maintained 
at a high rate. Goods had been ordered in anticipation of this pros- 
pect, and when they actually arrived, it was found imposssible to 
take delivery of them as in the meanwhile the exchange liad hope- 
lessly collapsed. There was a good deal of friction between 
importing houses and Indian dealers who had ordered out 
goods, and it only strained the relations of Indian merchants 
with Lancashire. The waste of public funds caused by the attempt 
to make the 2s. rate effective and the orgy of speculation it gave 
rise to, had a demoralising and chilling effect upon the trade, in- 
dustries and finances of India, and it took the country five years to 
recover from the shock it liad received. 

The universal condemnation of government’s excliange policy, 
evoked an elaborate defence from the Finance Member. In his 


I Report of the Currency Departmoot for 1920-21. 
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speech explaining the financial statement for 1921-22, Mr.Hailey re- 
ferred to the elfccts of the economic depression that prevailed all the 
world over on the situation in India and attempted to demonstrate 
how, under the peculiar circumstances in which government was 
placed, the measures adopted by it were perfectly natural and reason- 
able. Regarding the complaint of importers that they .had suffered 
from government’s failure to support exchange, he stated : — “It was 
impossible to say what variations might take place in the rupee- 
sterling exchange. Ordinary commercial prudence should have led 
nierchants to cover their exchange. Common commercial morality 
should at all events prevent those who desire to dishonour their 
contracts from pleading so unsubstantial an excuse as the failure of 
government to make its polic)^ good. I can imagine no severer blow 
to the international credit of India than that there should be a general 
movement on the part of some sections of our merchants to announce 
a policy of general repucUation." Admitting the force of the agru- 
ment against the policy of the wholesale repudiation of their contracts 
by Indian importers, that it was opposed to universally recognized 
canons of sound and straight business dealing, one can not help feel- 
ing that it did not, by any means, absolve government from its res- 
ponsibility to maintain the rate of exchange it had itself fixed and 
attempted to keep up, and to make effective the exchange standard jt 
had established in the country. British manufacturers were in a hurry 
to unload their accumulated stocks in the Indian market and the 
importers on this side did not cover their exchange and relied upon 
government’s ability to give effect to its declared policy. Of what 
value is the exchange standard, it was legitimately asked, if it fails 
the trading communnity in a time of such difficulty as is anticipated 
and sought to be met by its machinery ? Still the shock of the 
breakdown was too severe to dispose government to take up the 
suggestion that it was essential that a permanent solution for the 
problem of Indian exchange should be found in the near future.' 

224. Fresh Inquiry Inevitable The five years which 
elapsed after the abandonment of the effort to sustain a fixed rate 

^ «oad the proceeding# of the CouDoii of Sitat® where ibe Author raised a 
debate on this subject in September 1921. Read also a atatement prepared and 
lasued by goyeenmeut at bis instanoe and showing the gains and losses doe to its 
exohango policy. On its own showing, tbe net loss to the country of aU transao- 
tlons of govemment relating to silver, gold and exohinge, and inoluding earlier 
profltSi exceeded Ra® 25 ororas® 
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of exchange by means 'of reverse councils, were uneventful ; and 
‘ once bit twice shy ’ may aptly describe government’s attitude. 
The country slowly recovered from tlie post-boom depression of 
^ 1920-21. The balance of trade, still unfavourable in 1921-22, be- 
came increasingly favourable in the succeeding three years, as will 
be seen from the following table : — 

Balance of Trade 


( !□ crores of Hupeo ) 



1922-23 

1923-24 

1924-25 

( 

1 

Exports of merchandise 

+ 314-32 

+ 361*24 

[ + 398-36 

Imports of „ 

-224 31 

-217-88 

-243*18 

Balance in merchandise 

1+90-01 

+ 144-3 

+ 155-18 

Gold 

-4M8 

-29-19 

-73-78 

Silver 

-18*17 

-18-38 

-20-06 

Currency Notes ... 

- -91 

- 108 

-•28 

Balance of traneaution in treasure. 

-60*26 

-48-6.3 

-94*12 

Total visible balance ...i 

+ 29-73 

1 

+ 96-23 ! 

+ 61*06 

Council bills, purchase of sterling and other 
government remittances 

9 

f 

1 

- 7*06 

1 

1 

-33-39 

— 56*35 


The above figures represent a progressive gro^^th of the trade 
balance in India’s favour ; and the gap between the merchandise 
exports and imports in 1924-25 is as large as Rs. 155 crores. The 
latter fact is accounted for by the comparatively higher prices pre- 
vailing in external markets ; and the trade balances also received 
increasing assisUince from remittances tlirough government opera- 
tions, as much as Rs. 5 6 crores being provided in that way in 1 924- 
25. The average rate of exchange slowly crept up and settled down 
in the neighbourhood of 18d.; government remittances were largely 
instrumental in preventing a further rise. The development of the 
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rupee^sterling ratio and rupee-gold ratio is shown in the following 
table : — 

Course of Exchange. 


Tear and Month 


Colcutta^London iBschange 


1920 Janaarj* 

1920 December 

1921 December 

1922 December 
1023 February 
1023 December 

1924 December 

1925 December 


•• • 






Sterliog 
s. d. 


2 


1 H 


1 3^ 


gold 
s. d. 


1 10 


1 

1 8* 


«i • 


• • • 


• « • 


1 

Hi 

1 


1 


1 


1 


1 


1 

6* 

1 


1 

6A 

1 

«.V 


6A f exchange appeared to hover round I g. 

6d., the Statutory rate stUI stood at 2s. As the accounts of govern- 

ment continued to be kept on the basis of this fictitious rate and the 
actual rate at which money was remitted to London was much lower 
^ 01 ^ deficit on that account had to be shown in the financial 
Rustics. Moreover, as imported sovereigns could not be presented 
at currency offices and converted into money, an automaura^d 
mperMptible check was imposed on the increase of currencv 

tak^toTb^'^ °° j**® ™Pee to fall. Objection was 

ton to this procedure of indirectly starving monetar)- sipplies of 

te of keeping the exchange a? a ffigh Ivd 

™ Of producers and exporters.' If it was in 

reply to this that ample provision had been made to issue emervencv 

seasonal stringency, the rejoinder was mad? tl?t 
whereas the conversion of imported gold and sovereigns iX^ 
and rupees would have m ade a real addition to the chculation undlr 

1 B«d -India', Exohang, Problem" b, B. F. Madon. 
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an effective ratio of exchange, the above temporary measures of 
government were only a delusive palliative which facilitated defla-’ 
tion and the raising of the rate of exchange. In fact, the high 
visible balance of trade in India’s favour which was Rs. 60*7 crores 
in 1924-25 and Rs. 109-5 crores in 1925-26 and which had 
stimulated rise of exchange, dwindled down to Rs. 39.9 crores 
in 1 926-27 and consequently weakened the exchange in the latter 
year. Government could remit very little to London in the usual way 
by purchasing sterling in India and had, on the contrary, to sell sterling 
(reverse councils) to the extent of £ 1 *4 million. Remittances to the 
London treasury had consequently to be made by transfers through 
the Currency Reserve, and Rs. 23-4 crores were made available in 
this way. “As the sterling in the Paper Currency Reserve was no- 
minally valued at Rs. 10 to £ 1, remittance at this rate would have 
unduly weakened the reserve, so that rupee treasury bills in the 
reserve in India were also cancelled to readjust the balance. This 

was made possible and desirable by the redundancy of currency 

and the return of rupee coin from circulation."' The fear was, 
therefore, expressed that every thing pointed to government’s inten- 
tion to manoeuvre into a position in which an 1 8d. or 20d. rupee 
might appear to be a reasonable proposition. Efforts were made in 
vain to secure the fixation of the currency ratio at 1 6d. as of oId> 
private bills in that behalf being submitted to the central Legisla- 
ture. After putting off an inquiry on the ground that it was prema- 
ture owing to unsettled world conditions in the domain of finance, 
industry and trade, government at last promised early in 1925, the 
appointment of a committee late in the year to advise as to the rate 
of excliange. if for no other purpose. 

225. Questions at Issue:— A fresh investigation was, of 
course, bound to cover the whole of the ground which had been 
traversed in the course of the two preceding inquiries. The two 
Reser\’es would again have to bulk large in the discussion and the 
question of transferring more functions to the Imperial Bank of 
India e. g. the management of the paper currency and the remittance 
of funds on behalf of government would have to be added to the 
terms of reference. The substitution of the full gold standard for 
the exchange standard, with a note issue based upon gold, would 
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haveta form an important subject of investigaUon on which an 
authoritative pronouncement would be expected. The old contro- 
versies in this regard would, of course, be fanned into flame. Accord? 
ing to some, there was essentiall)' little diffierence between the 
modified gold standard system of Great Britain and the arrangements 
which werein successful operation in India from 1899 to 1917, 
Under the former, a free gold mint, the encashment of notes in gold 
coin and the freedom to export gold were practically non-existent 
and the stability of the sterling-dollar exchange was not automatic 
but ‘managed*. They would, therefore, be content if the exchange 
standard wes reestablished in India on secure foundations. The 
monetary ratio would, however, still remain a matter of dispute 
between the supporters of the 1 6d. rupee which was disturbed by 
war conditions and the advocates of a higher level of exchange. 

The divergence of opinion found illuminating expression in the 
debates of the Indian Legislature in the budget session of 1 935 and 
the views put forward by Sir Basil Blanket in Bombay in July of 
that year. The Finance Member devoted a part of bis speech made' 
in introducing the financial statement, to a pungent criticism of 
those who had been calling for the fixation of the rupee at 1 6d. gold. 
He saw behind this demand the hoary fallacy that “ a high exchange 
benefits the importer of goods from abroad and a low exchange, 
benefits the primary producer and exporter" and dealt heavy blowa 
to that misconception and its implication. Sir Basil Was careful to 
admit that the fallacy had grown out of the truth that *‘in a period 
of rapidly rising exchange there may be some temporary tendency 
for exports to be checked and imports stimulated," and added that 
“when, as has been happening in the last 12 months, world prices 
have been moving up outside India and a natural stimulus has thus 
been given to the world’s damand for India's produce, the effect of a 
rising rupee exchange has been in the main to keep rupee prices from 
rising in sympathy with world prices.” This is a sound, scientific 

exposition and illustration of the theory of purchasing power parity 
which has been discussed in an earlier section, but it is not, in any 
<^se, quite relevant to the consideration of the question of the per- 
manent fixation of the rupee-gold exchange, and the Finance Member 
himself wanted to leave the question open for the time being. 

He, however, did address himself to the wider aspect of the 
problem of prices and exchange and walked on to weak ground 
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when he questioned the justice and the wisdom of a policy of deli- 
berately lowering the value of the rupee to I6d. in the face of what 
he described as the operation of “the natural causes connected 
with the world movements of trade and exchange ” which had 
tended to raise the ratio. The obvious rejoinder to this would have 
been that the very existence of an artificial ratio of 2s. on the 
statute book had checked the operation of natural causes, and com- 
bined with government's deflation manipulations, had pushed up 
the exchange to 18d. The reciprocal relations of a high rate and 
the interests of the producer, the consumer, the government treasury 
and the tax-payer have been a subject of animated controversy 
since the closing decades of the last century ; and there is no 
denying the fact that the transition to a high exchange rate is un- 
favourable to the producing classes and a serious trial for the struggl- 
ing manufactures of the country. It may be justly urged that 16d. 
had become a natural rate of exchange in India and that economic 
activities, and particularly manufacturing enterprise, had settled 
down on that basis. It is an undeniable fact that a higher exchange 
had proved a serious handicap to indigenous industries by providing 
an indirect bounty to their foreign competitors, and its advantage 
to the mass of the population in India, whose consumption of import- 
ed goods is negligible, is problematical. Further, prices in the 
outside world might decline, justifying a lower rate of exchange j 
and persistence in a high rate in the circumstances, would prove 
harmful to producing classes.* 

It is by no means easy to strike an exact balance between the 
various interests affected by the rate of foreign exchange. The 
Government of India was, at one time, disposed to hold that high 
prices in this country, induced by the rising price level outside, and 
attributed by its critics to government’s currency policy of token 
rupees, were a natural effect of active international intercourse and 
were, on the whole, beneficial to the mass of the Indian population. 
The same government veered round to the opposite view and now 
regarded high prices in India as an evil that ought to be combated 
by the manipulation of the rate of exchange. It may be admitted 


1 WboD the pre-war sterliog dollar exchange wa* restored, the rise In the 
rate tended to lower prices in Great Britain and threatened the export indus- 
tries which wore already in a bad way. 
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that if the rate has to be fixed, it ought to be stabilized in such a 
way that the new level may cause the least disturbance to prices 
and the course of industry and trade. From this point of view, it 
is true that there is nothing sacred in the exchange rate ; but it 
must not be forgotten that the rate determines the standard of value 
in the countr)% and as such, is sacrosanct and must not be lightly 
altered. If a higher ratio enables the central government to re- 
duce taxation, public debt and provincial contributions, with one 
hand, it allows that government to impose a large burden on certain 
classes of the public with the other ; and to counteract the detriment 
caused by a high exchange through foreign competition, it is compel- 
led to protect indigenous industries by tariffs, bounties and subsidies. 


22&. The ISd. Ratio : — While it was a natural expectation 
that, as in Great Britain, when the monetary standard came to be 
fixed, the currency would be stabilized at the old rate which had 
been temporarily disturbed by the war, evidence was not wanting to 
show that the Hilton Young Commission would recommend that 
ratio between the rupee and gold to which government had appar- 
ently been working for some time. (It is unnecessary to add that 
stabilization ofthe rupee in relation to a definite quantity of gold 
meant the determination of the national standard of value and of the 
rate of foreign exchange.) It is on record that the Secretary of 
State would have liked to allow the rupee to go as high as practic- 
able, but the Government of India was not prepared to take it above 
18d. because it foresaw the difficulty of the huge deflation that 
would be ne^ssary for the purpose and was consequently content 

^h a small increase in the exchange rate over the pre-war ratio. 

the inquiry as to the proper rate of exchange proceeded, the 
Government Imd thus already managed to stabilise the rupee, by its 
cm^cncy manipulation, and the HUton Young Commission could do 
little more than sanction the ratio.i The principle of purchasing 
power parity explained above, was applied to the*^revailing oond“^ 

InlT • the price level in India in 

considering the most suitable rate for stabilizing the rupee. 

The chief argument ofthe Commission in favour of the 18H 

rauo was :ts conviction that at that rate prices in Indl hid ^ridy 


I 


See Mlnnl. of Dlaaonl b, Sir Pnrshol.md,, Thokurd... 
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attained a substantial measure of adjustment with those in the 
world at large and that “ any change in the rate would mean a 
difficult period of readjustment, involving widespread economic 
disturbance, which it is most desirable in the interests of the people 
to avoid, and which would in the end be followed by no counter- 
vailing advantage.” In whatever manner the de facto rate of 
exchange might liave been brought about, the decisive factor, in the 
opinion of the Commission, was the extent to which it was reflected 
in internal prices, and it felt satisfied, on the evidence it could 
collect, that prices had, to a preponderant degree, adjusted them- 
selves to the existing ratio, and therefore, it followed that that rate 
must be adhered to. The Commission's line of argument was as 
follows “ From December, 1922, to June, 1924, the gold excliange 
value of the rupee (as measured by the cross-rate, Calcutta-London- 
New-York ) remained fairly stable round Is. 3d. gold (the limits 
being about Is. 2 Jd. ). During the same period the rupee price 
level, as measured by the Calcutta wholesale index figure remained 
fairly steady round 176, the limits being 170 and 181. From July, 
1924 to January, 1925, the rupee rose sharply to the neighbourhood 
of Is. 6d. gold, and since the end of May, 1925, it has been held 
within the Is. 6d. gold points. From July, 1924 to June, 1925 the 
rupee price level fell from 179 to 157 and has since then varied 
between the limits of 163 and 153.” 

From this statistical evidence relating to the course of external 
and internal prices and of the rate of exchange, the Commission 
drew the conclusion that during the period of change, indicated 
above, “there was a mutual adjustment of prices and exchange , and 
that a substantial equilibrium was attained about the middle of 1 92 5, 
and has been since maintained.” On the principle of purchasing pow- 
er parity, the rate of exchange is a gear that keeps the internal prices 
in a certain relation to the external price level. If the rate is raised, 
the world prices remaining unchanged, internal prices fall. This 
was, the Commission argued, exactly what the rise of the exchange 
from 1 s. 3d. to 1 s. 6d. had achieved in the case of the Indian rupee 
prices between July, 1924 to June, 1925. The fact that the move- 
ments of both price levels were parallel with the ratio steady at 1 8d., 
was a proof that a full adjustment had taken place, and if the ratio 
were disturbed again and lowered to 1 6d. as suggested to the Com- 
mission, prices in India would rise in sympathy with that fall in the 
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ratio of exchange. The best course to follow, in the circumstances, 
was to make the de facto ratio the legal rate of exchange and save 
the government and the country all the trouble and the hardship 
which a cliange to a lower exchange viz. 1 6d. was sure to cause. At 
the ratio recommended by the Coramssion and finally adopted by 
the legislature, early in 1927, the standard of value in India was 
fixed at approximately 8*4 grains of gold, which was to be the equi- 
valent of one rupee. 


227. The Ratio eontroversy:— The announcement of 
Government's decision to give legislative effect to this, recommenda- 
tion evoked a storm of controversy in the country which was sup- 
ported by the Indian Currency League on behalf of 1 6d. and by the 
Finance Member, of the 1 8d. ratio. The two sides advanced argu- 
ments which were now familiar enough and liberally drew upon the 

armoury provided by the Currency Commission’s majority report 
and the dissenting minute of Sir P. Thakurdas. The strongest plea 
of the Commission was that with the 1 8d. ratio prevailingjfor a year, a 
substantial adjustment of prices had taken place and that “ from the 
point of view of contracts, as well as from that of prices and wages 
the least disturbance will be caused, and the least injury will be done 
to all the interests concerned by adhering to the de facto ratio.” On 

position of those who urged the restoration of 
the 1 6d. ratio, the Commission was led to hold that “during a period 
of adjustment of conditions to that rate, certain secUons of the 

“"d employers of labour) would 
be benefited at the expense of certain other sections (e. g. creditors. 

importers and wage-earners)," but that there would be We "sub- 

‘he expense of 

another, still less to the country as a whole." It was further noint 

theromseT; “e dSuTto 

Ind tharth a’®'® and consumers 

and that the change was calculated violently to disturb the financial 

posibon and prospects of government, forcing the latter to put off 

he remission of Provincial contributions and to resort to additional 

b^wr't i*! e.xploited by the Finance Mem- 

benJfi?” *** “‘® historic rate, whde 

benefiting a small class, would usher in an era of deficits and speU 
rum to the community as a whole * 
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Currency Commission. It was a fact beyond dispute that the I8d. 
ratio had not been attained as a result of the working of normal econo- 
mic forces, that the opportunity to stabilize the rupee at 1 6d, when 
it arrived, in 1924-25, was not availed of and that the exchange was 
pushed up deliberately to 1 8d. and held there by artificial means. 
It was, besides, very doubtful if the adjustment of prices assumed by 
the Commission had really taken place and it was certain that a 
fall in prices would deepen the industrial depression in India. 
Sir Purshotamdas was of opinion that the effect of the high rate of 
exchange on Indian prices had not yet exhausted itself and that a 
further fall was bound to come, to the serious disadvantage of 
the Indian producers and if the world prices went lower still (which 
was quite likely) the result would be disastrous.* The financial 
position of government was indeed eased by the bgher ratio, but all 
the benefit of a reduction of Provincial contributions and of recur- 
ring surpluses in the central treasury would be purchased at the cost 
of an additional burden indirectly piled upon the shoulders of the 
cultivator and the general taxpayer. The public treasury’s gain 
was obviously the loss of the producing classes. Government was 
being urged to extend protection to indigenous industries by 
means of import duties and bounties, and the assistance thus 
given was neutralized by the higher ratio which helped India’s 
foreign competitors. The temporary benefit which accrued 
to consumers and the labouring classes, was bound to react 
detrimentally on them through the set-back received by national 
industries on account of reduced production and the losses resulting 
from it and from low prices. Every other nation has tried to revert 
to its old standard of value, though without success, except in two or 
three important cases ; in India Government has deUberately work- 
ed up to a new ratio. The events which have occurred since the 
adoption of the 1 8d. rate, have conclusively demonstrated that the 


1 " When it is remembered that commodity prices follow a moToment io 
exchange, and that there is elways a lag in Indian internal prices and a delayed 
adjustment to external factors, it must be admitted that the greater part of the 

general adjustment to Is. 6d. by a fall, is still to come If gold prices fall— -and 

Indian prices must follow suoh a fall — India will be faced with a still bigger fall 
—the double effect of the operation of the present rate of Is. 6d. and also the 
world fall. I oan not bat contemplate such a prospect with very serious mis- 
givings, for it will bit the Indian producer to an extent beyond bis capacity to 
bear.**— Minute of Dissent. 
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assumed adjustment of prices to the ratio was a m3rtli and that 
considerable deflation and the resulting monetary stringeucy as also 
temporary borrowing in London were necessary to prop up the 
exchange. 

228. Position Critically Examined It was believed in 
certain quarters that the serious difficulties experienced in maintain- 
ing the high ratio, joined to the prolonged industrial depression 
which prevailed in the country, particularly in the cotton mill 
industry in Bombay, would induce Government to respond to public 
opinion and to revert to the i6d. exchange, but the Finance 
Member, on return from England towards the close of 1929, shat- 
tered these hopes by declaring tliat no change was contemplated. 
This was perfectly in keeping with- the previous history of the 
Indian currency system. The danger of the devastating disturbance 
and uncertainty which a change would involve, was an obvious 
argument in favour of the 5^a^us quo, and Sir George Schuster de- 
fended his policy by stating that any other currency authority, 
placed in similar circumstances, would have acted precisely as the 
Indian government had been doing. Taking the monetary and 
financial conditions in India and outside into account, he thought 
that what was called Government manipulation, was nothing more 
than the ordinary method of exchange control exercised by a 
national banking and currency authority. Leaving aside for the 
moment that aspect of the problem which relates to deflation, mone- 
tary stringency, government borrowing and the bank rate, we shall 
proceed to examine critically the question of the adjustment of the 
exchange ratio and the levels of external and internal prices on 
which so much stress had been laid by the Currency Commission in 
recommending the 18d. exchange. The Commission was conscious 
of “ the imperfections of the Indian figures of prices," of the risk of 
assuming that « changes in the prices of goods entering internation- 
al trade have been followed by similar changes in the prices of all 

other goods "and of the limitations of the purchasing power parity 

theory which * can in fact supply a very approximate guidance only ’ 
and whose ' practical utiUty is of a very stricUy limited character ’ 
Nevertheless, it used the Indian figures of prices and the theory for 
all they were worth in supporting the 1 8d. ratio. 

The figures and the arguments which led the Commission to 

conclude that a substantial equUibrium between exchange and prices 

80 
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hnd been attained by the middle of 1925 and been maintained for 
nearly a year/ have been given above. It had no doubt on this 
point and in reply to critics who said that the adjustment was not 
complete and that a further fall in internal prices was still to come, 
the Commission maintained that “ although the rupee did not defi- 
nitely reach 18d. gold till June 1925, it had, between July 1924 and 
Januar}', 1 925 already traversed more than 80 per cent, of its upward 
journey from 15d. to 18d. gold ; and that before June 1925 there 
had already taken place a heavy fall in rupee prices in relation to 
world prices which may be regarded as the complement of the steep 
rise in excliange. Now, how did prices and the exchange behave 
during the 3 i years which followed the publication of the Commis- 
sion’s report ? We give below comparative figures for British and 
Calcutta prices : — 

British Wholesale Prices^ Wholesale Prices in Calcutta^ 

Average, 1913=1 00 Average, July, 1914=1 00 


Average, 

1924... 

... 166-2 

» • • 

• • • 

173 


1925... 

... 160-9 

• •• 

» • • 

159 


1926... 

... 149-4 

• • • 

■ • « 

148 


1927... 

... 143-7 

• • • 


148 

ff 

1938... 

... 140-9 

• • • 

• • • 

145 

November, 

1928... 

... 136-9 

• • • 

• • • 

146 

October, 

1929... 

... 129-6 

• « • 

• • • 

140 

November, 

1929... 

... 126-9 

• • • 

• • • 

137 


As according to the Commission's showing, Indian prices had been 
almost completely adjusted to world prices at the 18d. exchange in 
1 92 6, it can not but be expected that a fall in the latter prices must be 
followed by a similar if notane.xactly equal fall in the level of prices in 
India, and this was indeed one of the main arguments of Sir Pursho- 
tamdas against the high ratio. But wliat do the above figures show? 
In 1 926, the index number of British prices and the Calcutta index 
number are nearly the same. Twelve months later, there is a 
fall of nearly 4 per cent, in the former, and the Calcutta figure 
remains unchanged. Then, during the next two years till October, 
1 929 there is a further fall of over 10 per cent, in British prices, 

1 ** When exohango ramaiDS steady over a fairly longj>eriod it may ordi* 
narily be inferred that there are no differences to be adjusted**— Report. 

2 The Economist, December 7, ld29. 

3 The Indian Trade Journal» November 28, 1929. 
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and the Indian prices fall by only per cent. If 1926 be taken 
as loo, the figure of the British index number for November, 1929 
works out at about 85 and the Indian figure for November, 1929, 
which is the lowest for years, will be about 92 which means that 
while British prices have declined 1 5 per cent, during the last three 
years, Indian prices have fallen only 8 per cent. Can it be claimed 
in the face of these figures tliat a complete adjustment has taken place 
between internal and external prices at the 1 8d. ratio ? It will 
obviously be no argument to say that had it not been for tliat ratio, 
Indian prices would not have fallen even to the extent to which 
they have done. And a rapid fall in commodity prices is, after all, 
not an unmLxed blessing. On the contrary, it will be relevant to 
suggest that the 1 8d. exchange was not suited to and justified by the 

prices and the general economic conditions of India. It had been 
pointed out that wages and costs of Hving had not been and 
might not be adjusted to the new ratio which was, therefore, bound 
to hit hard the cultivator and the manufacturer directly and the 
community indirectly but equally efifectively. The prevailing indus- 
trial depression and labour unrest go to vindicate that position. But 
the Commission was carried away by its mathematical calculations 
of purchasing power parity and was .too dogmatic to suggest ( as its 
immediate predecessor had done) that the question might be reconsi- 
dered If Its own expectations about price adjustments were not 
fulfilled. 


It is worth while considering here if under the influence of the 
purchasing power parity theory, the importance of the causal rela- 
tion of prices to exchange has not been exaggerated. Though it can 
not be denied that the purchasing power of money, reflected in the 
level of internal prices, indirectly affects the rate of foreign exchange, 
the fector that directly and decisively influences that rate, appears to 
be the baUnw of international payments. Apart from the doubtful 

value ofthe Indian index numbers of prices, the causes that affect 

prices vary m different countries, and a comparatively higher level of 
internal prices, is not necessarily accompanied by a relatively un- 
favourable rate of exchange. As has been well put, a person obtains 
foreign exchange not to purchase commodities with it but to dis 
- charge his obligations of one kind or another to people abro^!. 

WoIfganrH^Ur-fl^/o^ »*«o^konoiiiie, '■ Vol.ni. ^aUo 

.lichen Thoorie.** Entwioktung der gonndproblemo der Volkewicteohaft- 
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How much he must pay for the external currency, depends on the 
state of the exchange market and not upon the price level in foreign 
markets. This theoretical interpretation is supported by several il- 
lustrations given in this chapter e. g. the failure of a high rate of ex- 
change to bring down internal prices in 1920 owing to the unfavour- 
able character of the balance of international payments and similar 
weakness of exchange in later years, tlie rise in exchange resulting 
from a prosperours export trade and the divergence between the 
cur\’es of external and internal prices. The 1 8d. ratio is far from 
effective on account of lack of support from the international balance 
of payments. The latter has reference not only to the ordinary 
trade balance but the balance of account which includes all 
the invisible imports and remittances made in an indirect manner 
e. g. export of capital for investment abroad. The continued return 
of rupees from circulation and currency deflation carried out by gov- 
ernment during the past few years and also the dull state of exter- 
nal trade and the limited supply of sterling bills are not without signi- 
ficance in this connection. A high rate of e.xchange can not, by it- 
self, succeed in lowering Indian prices. Nor can it be maintained in 
the absence of a strong favourable balance of accounts. It only 
creates difficulties in the way of the adequate finance of trade and 
industry in the country and accentuates economic depression. An 
interesting comparison of the monetary position in the beginning of 
1 930 with what it was a year before, will be found in the Appendix. 
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APPENDIX. 


FINANCIAL SITUATION COMPARED. 

( 1930 ) 


At the beginmug of this New Year the monetary eitnation in India 
presente a striking contrast to the one that prevailed at the same time 
twelve months ago. One 'feels that something unnatural and artificial exists, 
and that conditions are made to appear something different from what they 
really are. The actnal conditions in trade and industry do not at all 
warrant the present stringency in the money market. 

The striking contrast in the monetary sitnatlou meutioned above can be 
best expressed by tho follo^ving statement 
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Representative Investments : 
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Compared with last year as above, short-time money is cheap ; Imperial 
Bank Cash balance is larger, both PubUc as well os Other Deposits are 
larger, Trade demand is much smaller ; the Bank’s holding of Government 
feecunUes is much larger ; foreign trade of India is more or loss stationary • 
commodity price index has fallen } all forms of investments have depreciated 
lu market value ; the total harvest in India is smaller; and finally the 
necessity for the issue of currency against trade Bills is not felt, and the 
is8no of Treasury Bills is coDtioued. 


These are hard facts, not exaggerated soutimcDlal expressions. In the 
light of these facts any sane student of economics would expect plethoric 
conditions in the money market with Bank Rate at about 47. And yet 
there is 7% Bank Rate which cannot be justified reasonably. However 

muchonomay deny it, the anxiety about the maintenance of the exchange 
value of the rupee is there; it will most probably be intenre during this 
coming summer months after the export season is over. 

The Government of India is-ued a Stjrliug Loan for £ 6 milHons which 
was fully subscribed. The Bank of England rate was lowered to 57 in 


Trade was supplied with funds by Government payment against matured 
Treasury Bills, The increase in the call-money rate to 5».% on the last 
working day in December was due to the demand for money to meet year-end 
bank balaoce &beot requiroraents. 

The statement of the Imperial Bank ns ou 20 th December showed the 
cash balance at Rs. 15.77 crores or a reducUon of Bs. 10.55 crorcs on the 

previous month, mainly duo to the decrease of about Rs. 8 crores in Govern- 
mont Deposits and a slight increase in trade demand during the month. The 



FINANCIAL SITUATION COMPARED 6^5 

Bank’s investments in Government Secnrities stand at Rs. 30.42 crores as 
compared with Rs. 19.03 crores at the same time previous year. 

The Statement of the Paper Currency Reserve as on 22nd December 
shows the Notes in circulation at Rs. 179.19 crores or a redaction of Rs. 
5.0C crores on the previous month. This is partly due to the demand for 
silver rupees in exchange for Paper notes and partly due to the contraction 
of Currency against Sterling Securities. 

Indian Sterling Securities have been weak on the London Stock 
change, due to political reasons and the issue of £ 6 million Indian Treasury 
Bills. 3^% Paper as well as other Government Securities in Bombay remain- 
ed more or less steady. Industrial scrips were slightly easy. 

The commencement of heavy export season and the Government raising 
of their purchase rates led to an improvement in the Rupoe-Storling ex- 
change by l/16d. to l/5-15/16d. for T. T. Lxebange is expected to be steady 
until the end of the export season. 

Exchange on Japan is steady at Rs. 134| for T. T. London-Shanghai 
exchange continued to decUue and over the month the (quotation bos dropped 
by l-5/8d. to 2a-5/16d. London— New York cross rate has improved to 
4.88-7/32 owing to decrease in the Bank of England rate, and improved 
moDetary outlook in England, 

Silver has to tell the same story over again thia past month and locaUy 
there was a decline of Rs. 2^ over the month and a fresh record for low 
prices was created. 

On 30th November quotations were Rs. 51-5/8 for spot, Rs. 51^ for 
Magser (December), Rs. 51-9/16 for Posh (January) and Rs. 61-5/8 for Maha 
(Pcbmary). Except for an occasional recovery prices continued to drop 
throughout the month, and on 30th Spot price dropped to Rs. 48-9/16. On 
the very last day of the month there was a slight recovery and spot was 
quoted at Rs. 48-7/8 and forward positions were almost the same. 

In sympathy with London-Shanghai exchange silver quotations in Lou* 

don dropped to 21-5/1 6d. for spot and 21-3/8d. for forword on 30 December. 

Thus the lowest record for London silver reported in January 1903 at 

. broken and the 30th December quotations are the lowest dur- 

iDg the past 100 years. 

^ This decline in silver prices was mostly due to the developments iu 
Ciuna As far as India is concerned Bombay mint bars were not tendered iu 
December settlement. An imprejsiou has of late come to prevail that the 
Government of India are not having bar silver to be sold immediately. It 

18 reasonable to presume' that the Government of India wiU not soil silvet 

at lire provaiUng ridiculously low prices:— " Co//o« and Kmohm” for 
Jatiuaty, mo, pttblished by Cbunilal Mehta and Co., Bombay. 



CHAPTER XIII 


CREDIT AND BANKING 


229 . Borrowing and Lending Banking is so closely 
coniiected with the currency and exchange system of a country, 
that though it is a subject worthy of independent study, the mutual 
relations of the two must also be clearly understood. The discus- 
sion of the last two chapters will not, therefore, be complete unless 
we show in this, how banking operations, whether executed by 
Government or central banks, have an important bearing on the 
country’s monetary system. This explanation wll be given in a 
later part of this chapter. It will be recalled first how lack of 
adequate capital and liigh rates of interest prove a serious handicap 
to persons who undertake the work of wealth-production. The big 
industrial organizer &s much as the small farmer and the petty 
cultivator, must have at liis disposal sufficient means to pay for 
machinery and implements, raw materials and hired labour and for 
liis own subsistence, until the act of production is completed and 
fructifies in the desired form of wealth. The wholesale and the 
retail merchant must equip himself in a similar manner until the 
goods he has purchased are disposed of. This demand for indus- 
trial and commercial capital or finance calls forth a supply. A 
division of labour and specialization of economic functions grow in 
each community ; and as there are persons who want the temporary 
use of goods and services, ( or of money which easily procures 
them ) belonging to others, there are people who have saved or 
collected and can spare the means of payment, of course, for a price. 
Money-lending has thus become a specialiszed business so useful 
to industries and trade ; and those who pursue it, principally 
deal in money, other instruments of payment and in the pre- 
cious metals out of which currency and jewellery are manufactured. 
In the earlier stages of the evolution of money, the change 
of one species of currency into another, is an important function. 
We have seen that the village money-lender in India often lends to 
his debtors not actual currency, but the articles required by them. 
The dealers in money must have a stock of the means of payment 
out of which loans can be given ; and they find it profitable to take 
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deposits for safe custody and may utilize the latter— so far as these 
do not consist of articles like jewellery which must be returned in 
the original unaltered form— for lending purposes. The difference 
between the rates of interest paid for deposits and received for loans, 
constitutes the profit of the money-lender. Remittance of money 
from one place to another for his customers, is another function the 
money-dealer performs. This operation is executed by arrangement 
with others engaged in the same business and is mutually con- 
venient to them. 

The expansion of the size and the variety of the work of indus- 
trial and trade finance, raised the dealer in the means of payment — 
in loans and deposits— to the dignity of the banker, banking house 
and the modern bank. The process of evolution has resulted, in this 
instance, as in other economic spheres, in combination, concentra- 
tion and specialization ; and banks, wlule they have increased 
in dimensions, are found also to cater for the needs of particular 
classes in the community and restrict themselves to certain require- 
ments of individual and collective life and of industry and trade. 
Banking lias thus come to have its ramifications, in agriculture, 
domestic and foreign trade, industrial flotation, land mortgage and 
discount and acceptance of commercial paper. The banker collects 
the savings of people, who are attracted by the security and interest 
offered, to entrust their surplus to his hands, and he lends this purchas- 
ing power by means of advances against security, to those who 
resort to him for loans. By accepting deposits, he creates debts 
against himself and allows the creditors to draw upon liim through 
■ cheques or orders to pay to a specific person. As he knows by 
experience that only a portion of the deposits will be demanded by 
his creditors at any given time, he keeps only a small amount in 
cash ready for payment and devotes the bulk to loans to customers 
on security. The device of the cheque, which is a convenient means 
of making a payment and is an important addition to the currency 
of a country, economises the use of money and enables the banker 
in many cases, to adjust the credits and debits of his customers, 
merely by making the necessary transfer entries in his books against 
the names of the latter. From the account of paper money given 
in our chapter on the currency system, the reader must have seen 
how notes are issued and accepted in lieu of standard money and 
how these promises to pay stated amounts, are only partly covered 
81 
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with metallic resen’es, thus allowing investment in securities and tha 
earning of interest on a considerable portion of the total circulation. 
Government and banks issuing notes, thus create purchasing power 
or means of payment on a more or less narrow basis of cash and 
sa^c so much gold and silver from being locked up in sterile currency. 
Bills of exchange, described in the last chapter, cheques and promis- 
sory notes are all “ negotiable, ” i. e. can be transferred by endorse- 
ment while they are used for making payments. 

230. Creation of Credit; — The common use of the above 
negotiable instruments and the operations of banking generally, of 
course, imply an amount of ^‘credit” or mutual trust among parties 
concerned in borrowing and lending transactions. Claims to inter- 
nal and international money recorded on pieces of paper like bank 
notes and bills of exchange, which easily pass from hand to hand, are 
objects of purchase and sale in their special market, the excliange or 
money market, and bankers and brokers are the chief dealers in them. 
The importance of the development of modern banking lies in the 
widespread use it has made possible of mere paper orders and 
promises to pay legal money in carrying out commercial and industrial 
transactions in and outside one’s own country and in the enormous 
saving in the handling of metallic money it has effected. It follows 
from the above that banking means dealing in credit and that it 
consists in the banker and the banking firm keeping money for 
their customers subject to withdrawal on specific conditions, or 
loaning money on security and purchasing and selling bills of 
exchange, bonds, stocks, promissory notes etc. The element of 
credit or faith or trust in connection with deposits and loans and 
the documents connected with them, is a striking feature of banking, 
in spite of the fact that there are pledges, mortgages and securities 
to supplement and support it. The producer and the exporter must 
wait till the prices of their goods are realized, but the banker is 
prepared to take the risk and the trouble of realization and gives 
them credit and advances to them immediately the money or the 
purchasing power wliich they badly need. Credit thus facilitates 
economic activities and promotes economic efficiency. The ease 
and the cheapness with wliich this service is rendered, constitute 
the test of successful banking. Where economic life is simple, bank- 
ing is restricted to lending money or making available the goods to be 
purchased with it. Where small values are concerned, the loan is 
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without any tangible security or pledge and is only the postpone- 
mcnt of the receipt of price or dues. When a shopheeper gives 
‘credit’ to his customer or a money-lender allows the debtor the 
use of a small amount of money, an oral agreement, u mutual 
understanding or a record of the transaction on his books suffices. 
Documentary evidence and mortgages be.ome necessary when 
larger amounts and risk are involved. With the expansion of 
trade and industr dealings in claims and ‘instruments’ of credit 
assume importance, and we have thus the delicate and complex 
credit machinery of our times evolved. The large-scale com- 
merce and industries of our times would be impossible without 
the facilities which the organization of credit affords. In fact, it 
may be truly said that the latter has been called into being by the 
needs of financing expanding trade and manufacturing activity. It 
is a striking fact that Indian banking had reached an advanced stage 
of development long before the western type of banks was estab- 
lished in this country. 

It is an act of neighbourly or friendly duty or of charity to 
lend the use of different forms of wealth or of money. Remunera- 
tion for this service may or may not be claimed ; it will depend 
upon the condition of the borrower and the use he is expect- 
ed to make of the tilings borrowed. The manufacture, sale and 
purchase of goods even in a community which is not industrially 
advanced, are recognized as legitimate acts of people who seek to 
earn a living thereby. Like other economic activities, lending and 
receiving deposits become specialized and therefore an occupation. 
Professional money lenders and bankers will pursue the occupation 
as a regular business and must secure an income from it. They 
borrow through deposits and lend by means of discounts. Interest 
will, therefore, be charged for the accommodation given to debtors ; 
and the risk and the labour involved in the transaction must be duly 
remunerated. Professional banking is recognized by the community 
as a necessary function of social utility while ordinary money lend- 
ing, especially at high rates of interest, viz. usury, is looked down 
upon as equivalent to taking advantage of the difficulties of the 
borrower. The banker, therefore, becomes a useful member of 
society, and usury is disapproved for its soulless and extortionate 
character, It is only natural that in the midst ot the economic 
evolution that is in progress in India along western lines, there 
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should be a tendency for banking in this country to develop after the 
modern pattern. The banking systems of western countries, of 
course, have their special characteristics, and the peculiar conditions 
of India must react upon its banking in a similar way. The organiz- 
ation of credit is both an index and a cause of economic progress, 
and it will, therefore, be useful to study the subject here with a 
view to understand the existing conditions and the measures neces- 
sary for their improvement in India. Co-operative credit and bank- 
ing will be separately dealt with in the next chapter. 

231. Indigenous Banking Many people find it difficult 
to believe tliat even before the advent of modern joint stock 
banking, there were, in this country, numerous banking firms 
and bankers who carried on business on an extensive scale. 
Money lending was and is done by numberless persons of every 
caste and class, in towns and villages, all over the country. As 
distinguished from tliesc money-lenders, however, the bankers 
took money on deposit, made loans and issued drafts or ‘hundies.’ 
1 hey thus essentially performed and continue to perform to-day, al- 
most all the functions of modern joint stock banks, and they have 
always occupied a high status in society. In old times, governments 
borrowed largely from the bankers who collected and remitted State 
revenues and financed the military campaigns of kings and chiefs 
as well as the internal trade of the country. The Delhi rulers, 
the petty kings and chiefs, the Peshwas and the Mahratta Jahagirdars, 
for instance, were heavily indebted to them, and several banking 
houses enjoyed great social reputation for the extent of their transac- 
tions a!id the honesty of their dealings. English banking, wliicli has 
now assumed a vast magnitude, also began in this humble way. When 
the prejudice against usury disappeared, the people who were the first 
to take advantage of the favourable situation in England, were the 
goldsmiths.’ Money lending and banking have developed in India 

1 ''As they had valuable property of tboir own to guard, people were in* 
dined to think that what would be (rusted to them was safe. Aocordingly the 
practice of depositing ruooey or bullion with the goldsmiths became a common 
one. the more so after 1610, when Charles I, then io great straits for money, bad 
seized the bullion of private merchants left for safe keeping in the Tower... When 
the goldsmiths thus obtained deposits, they naturally were ready to lend at in* 
terost. Cromwell borrowed from them on the security of the taxes and paid them 
back when the taxes came in. Charles II continued the plan, paying the 
goldsmiths 8 per cent, for what they advanced/*— Townsend Warner; Landmarks 
in EogUsb Industrial History. 


INDIGENOUS BANKING 


641 


along the lines indicated above. Lending money at interest is re- 
cognized as a legitimate occupation of the Vaishyas in the Hindu 
Dharma Shastras.’ It is called “Kusida,” and the rates of interest to be 
charged to different persons are also prescribed. Different species of 
interest and the varying modes of charging them are mentioned, and 
usury is clearly distinguished from the reasonable and legal rate.* 
Securities and pledges and the responsibilities of creditors coucerning 
them as well as written documents containing evidence of debts, arc 
mentioned in detail. Some thing like a bill of exchange or a banker’s 
draft may be traced in the "Adesha” referredtoin Kautilya’s Artbashas- 
tra, and it is clear from inscriptions belonging to the centuries preced- 
ing and succeeeding the Christian era that deposits were taken by 
guilds, and interest was paid thereon just as it was done by bank- 
ing houses of later periods. It may, therefore, be inferred that at 
an early date in the history of India such transactions had assumed 
large dimensions, and their minute and strict regulation had become 
necessary in India about two thousand years ago. Like other 
institutions and customs in India, banking and money lending have 
maintained their ancient forms, with the necessary slight adjustmen 

required by changing conditions till they are now being linked to 
modern banking. 


The small bankers took deposits and allowed interest upon 
them, gave loans on the security of jewellery pledged with them, 
did money changing and purchased and sold bullion and ornaments. 
The business is being done to-day extensively in villages and small 
towns, all over India, where modern banking is unknown The 

banking houses of a higher status have dealings on a much larger 

scale. They finance internal trade and remit funds from one place 
to another for their customers and discount the hundics of small 
producers and dealers. These ^shroffs’ are thus bankers, pure and 

TI?' bankers very often combine trade 

vith banking ; and tlus is very convenient and also natural Bip 
commercial houses have trade relations in different parts of a dis- 



, , . ^ — Narade, I, 46. 

^ ^ I, . I, 90. 

unless 
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trict or province and their debits and credits arc constantly arising 
in those places. As they have payments to receive or to make from 
day to day, dealings in "hundies” constitute a necessary and profit- 
able side of their business. In spite of the rapid progress joint 
stock banking has made during the last generation, these Indigenous 
banking houses play a highly important and an indispensable part in 
the internal finance of the country. They accommodate small traders 
and producers whom the big banks can not reach. The ‘ hundi’ draft 
is easily available and through it remittance can be most conveniently 
effected, and the absence of other and modern banking facilities is 
not felt. The operations of the modern banks are confined to the 
cities and towns. They relate mostly to the financing of the export 
and import trade of the country and to the accommodation of the 
urban industrialists and merchants of standing. Purely indigenous 
banking is practically cut off from them, touching them only 
ocaisionally at certain points. 

Four different classes of people who have to do with credit and 
money lending, must be distinguished. (1) The shroffs who do real 
banking business of the modern joint stock banking type e.g. deposit 
and discount and nothing else, (2) bankers who arc also traders on 
their own account and do commission agency business, dalali and 
adat and deal with cultivators, (3) sowkars or village money lenders 
whose chief business it is to lend to agriculturists on the security 
of crops and lands and ornaments and who likewise act as dalals, and 
(4) petty usurers who have dealings with needy persons with little 
security and charge extravagant rates of interest. Banking has been 
specialised in India, for centuries, by certain communities such as the 
Jains, Marwaris, Banias, Chetties of Madras and Bohras of Gujarat. 
The Pathan has now become the type of the usurious money lending 
class. Ordinary money lending is promiscuously done by people of 
all aistes and creeds, though Mahomedans have religious scruples in 
the matter of taking interest. The Shroffs and other bankers of 
the higher classes are largely the depositories of the sanngs of their 
localities and provide the finance needed by traders and petty 
sowkars. They are very important in big cities and towns and 
though they arc now feeling the competition of joint stock banks 
and government, they still predominate in internal trade at various 
centres, e. g. Ahinedabad. They accommodate one another and 
their mutual dealings are smooth and systematic. Among them- 
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selves they charge a modest rate of interest and their dealings are 
characterised by economy, efficiency and honesty.' The Indian 
shrofts have branches and business connections all over India <?. g. 
Shikarpuri shroffs, and outside India as well. 

232. Rise of Modern Banking Besides these (1) indigen- 
ous banking houses and bankers, wc have to consider in India 
to-day, (2) the proposed new Reserve Bank as it is expected to 
function, (3) the Imperial Bank of India constituted out of three 
Presidency Banks of Bengal, Bombay and Madras, (4) the Exchange 
Banks doing business in this country as well as in others, (5) the 
Indian Joint Stock banks, (6) the Post Office savings banks and 
(7) the Co-operative Banks. The last of these will be fully dealt with 
in the next chapter. First, with regard to modern banking. “The 
European system of banking was introduced into India by the 
Agency Houses of Calcutta. These were not merely merchants 
and agents but also bankers who did business with merchant princes 
in India, planters and the civil and military service. They possessed 
a note circulation which was extremely beneficial to them. After 
the passing of the Act of 1813 winch gave greater inducements to 
Europeans to settle in India, there was a considerable extension of 
banking in connection with the Agency Houses but the great 
commercial crisis of 1829-30 put an end to almost all these 
Houses.''* Modern banking was thus an exotic planted in the 
Indian soil by European merchants, and like indigenous banking, it 
was combined, in the beginning, with the trading activities of com- 
mercial houses. Very naturally, Indians had no hand either in the 
organization or the management or the operations of the banks of the 
new type. Political and commercial conditions of the time and the 
nature of the business which European Agency houses and banks 
carried on, did not make it possible for indigenous banks to expand 
and later to resist deterioration.® Business relations of Indian mer- 


1 For a detailed and instfuoUve study of indtgeaous banking, read L. 0. 
Jaia’s *' Indigenous Banking in India. ” 

2 Mr. Findlay Shirras : Report of lecture delivered in Calcutta in 19U. 

3 “In fact, the European banks formed a class by thomaelves, attraoliiig 

deposits and making advances, mainly in the Presidency town of Calcutta, on 
European lines. The indigenous bankers continued to carry on their accustom- 

although CD a moro 

restricted scale. — J. Smha : EarX^ European Bonhing »n India. 
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chants with the banking houses were likewise extremely limited. Their 
needs were satisfied with the indigenous system of credit accommoda- 
tion. Banking which sliares the characteristic features of the general 
economic conditions of the country, could not be expected to march 
in advance of the latter. The relative positions of modern banking 
and of the indigenous bankers have remained practically the same 
as a hundred and fifty years ago, though the former has widely 
expanded and the latter have declined. The development of modern 
banking and the industrial and commercial progress of the country 
are dependent upon each other. 

The foreign trade of India in the early part of the last century, 
was comparatively small and internal exchange was facilitated by 
indigenous bankers. As trade, however, slowly expanded, European 
merchants and others directly interested in it, felt the necessity of 
having banking arrangements of the western type in their midst. 
Like the mercantile community, government also experienced difficul- 
ty in carrying on its financial operations without the assistance of a 
well-conducted modern bank, and the earlier efforts to found good 
modern banks, with the assistance of government, failed. Under 
these circumstances the Bank of Bengal came into being and received 
its charter in 1809. Of its capital, which was then i6 500,000, the 
Stite contributed £ 100,000 and government took its share in the 
direction of the affairs of the Bank. Indians came steadily to be asso- 
ciated more and more with the foreign trade of the country, that is to 
say, the movement of commodities between the ports and the interior, 
and therefore, wdth the business of the Presidency Banks.* The 
modern system of banking was particularly useful in the centres of 
foreign trade and came to be established, in the first instance, in the 
port towns. Calcutta gave the lead and it was followed at a distance 

1 ^'Tho Presidency Bank of Bengal was opened io 1808 and received its 
ohartor of incorporation from the East India Company io 1806. The first Bank 
of Bombay (it wont into liquidation in 1868 and a new one was formed in ibe 
same year) was established under a similar charter io 1840 and the Bank of 
Madras in 1843. The establishment of these banks in the other presidencies put 
an end to the possibility that the Bank of Bengal might become a Bank for all 
India. Tbe I residency Banks had at first a semi-official ebaraoter. At the 
foundation of tbe Bank of Bengal tbe East India Company contributed one-fifth 
(the proportion Iccamo smaller subsequently) of the capital and appointed throe 
of the directors. Up to tbe time of tbe Mutiny the office of Secretary and Treas- 
urer was held by a oovenantod civilian/* — J. M. Keynes: Indian Currency and 
Finance* 
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by Bombay and Madras. These Presidency Banks were, in 
the beginning, semi-official institutions, and were gradually freed 
from State control, though they continued to be regulated by strict 
rules made for their management by go%'ernment. Tliis measure of 
State control was necessitated by the interests of the public which 
were involved in the management of the banks that used public 
money and enjoyed other facilities. The Exchange Banks, which 
liave monopolised the financing of India's foreign trade, are non- 
Indian institutions which have built up business in this country in 
connection with its expanding import and export trade. 


233, The Presidency Banks The relations of the Gov- 
ernment of India and the Presidency Banks were regulated by the 
Presidency Banks Act of 1876 which imposed certain definite 
restrictions upon their business operations while it conceded to 
them some material and also moral advantages. Before that date 
the agreement with the banks compeUed the government to place 
all the cash balances belonging to them in the hands of the Banks 
with the result that there was a serious danger of government’s 
money not being available when it was urgenUy required. In a 
despatch to the Secretary of State, dated 30th June, 1 874, the Gov 
ernment of India wrote :--‘The Bank of Bombay, accustomed to 
Kh Government balances, and relying on the maintenance of those 
balances liad so employed them that they were practically locked 

T them more suddenly we 

should have done so in the face of a warning that we should^ nro 

duce a commercial crisis and therefore for a time the Government 
balanres at Bombay were useless for the purpose of the Government 
... ...We me of opinion that a Government subject to the contimrpn 

ments with the banks, so that instead “ng them “hi 

{PX foTay S l^reir It ^ ”1 lie ^"1 

below certain amounts.’* i^amnces are reduced 

In his reply, the Secretary of Stale ( Lord SoTiaK, \ 
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ing an independent treasury system and leaving with the Presidency 
Banks certain minimum balances without interest and imposing by 
law specific restrictions upon their business operations. The Presi- 
dency Banks Act 1876 laid down restrictions as to the qualifications 
and number of directors, the kinds of business that they could not 
transact, the territorial limits of their jurisdiction and so forth. The 
Banks tried to get some of these restrictions removed as needless, 
and wanted liberty to deal in certain securities which were not 
allowed by the Act c. g. securities of State-aided Railways and of 
District Boards. They also wanted to be empowered to borrow 
outside India so that they might have access to the great store of 
banking capital available in London. 

This and other matters connected with the powers and resources 
of the Presidency Banks, were topics of prolonged discussion among 
the parties concerned. Strong objection was taken to the Presi- 
dency Banks being allowed to pledge securities and take deposits in 
England and thus raise funds there. The Exchange Banks vehe- 
mently opposed the suggestions that the Presidency Banks should 
be allowed, when the Bank rate in India was 6 per cent, or higher, 
to borrow in London, that they should be permitted to deal in for- 
eign bills under certain conditions and that they should be allowed 
to draw sterling drafts on London for the home remittances of their 
customers, subject to a limit of £200 in each case. One of the 
Exchange Banks, the Mercantile Bank of India, wrote to the Secretary 
of State: — “It would be an anomaly in State banking to find the 
Presidency Banks of India, which depend for their prestige and 
resources so largely on their State connection, turning their atten- 
tion and their resources from the object of their existence — the 
facilitating the internal trade and requirement of India (a sufficient- 
ly wide field, one would imagine) to embark on operations of foreign 
exchange. It w’ould further be a serious matter for the existing Ex- 
change Banks, and very unfair to them if these State Banks, backed 
by their State support and the large amounts of public funds placed 
at their disposal by the State free of interest should be authorised to 
compete keenly, and with all the power that their privileged position 
gives them, with those institutions which have hitherto conducted 
that business to the satisfaction of the mercantile community. 

The other Exchange Banks wrote in the same strain and there 
was a lively debate between them and the Presidency Banks. The 



THEIR BUSINESS 



lattet attempted to show that the apprehensions of the Exchange 
Banks with regard to unfair competition being set up in the exchange 
transactions against them, were baseless. The proposal of the 
Presidency Banks was favoured by the Government of India, but 
the Secretary of State was strongly impressed by the contention of 
the Exchange Banks that their interests would be injured by the 
proposed changes and declined to sanction even a moderate conces- 
sion to the Presidency Banks, viz. ‘ allowing them to draw sterling 
bills on London for the purpose of the remittance of their customers 
subject to a limit of £200 in any one month on behalf of any one 
customer.’ The discussion was brought to an end on 26th Septem- 
ber, 1906, by a telegram from the Secretary of State in reply to one 
from the Government of India asking permission for the above 
amendment of the Act, stating : — ‘Your telegram dated 15 th Sept- 
ember, Presidency Banks. I regret that I can not accept your 
proposal. ’ 


234. Their Business : — We shall presently deal with the 
question of monetary stringency and a high bank rate prevailing in 
India during the busy season, which was involved in the above 
discussion. It is to be noted here that the Presidency Banks were 
three powerful joint stock banks having special relations with gov- 
ernment and carrying on ordinary banking business under certain 
well-defined limitations. They led in financing the internal trade of 
the country, and the ordinary joint stock banks followed them at a 
distance. They took deposits and lent on security and discounted, 
bought and sold bills of exchange and other negotiable securities 
payable in India or Ceylon. They could not borrow money outside 
India, nor could they deal in sterUng biUs. The conditions on which 
wy might give loans were strictly laid down by law. They perform- 
^ certain services for government and received remuneration for it. 

°° shares in the Banks and was not represented 
on the ^ectorates. It, however, kept certain minimum amounts 
ree of mtere^ with the head offices of the Banks, and if the public 
deposits feU below the sUpulated limit, interest was paid on the 

S’ ‘ government kept larger 

boLd^to^d* expected, though not 

toketler ^ Presidency Banks 

together performed for the government the same functions as the 
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Bank of England, for instance, but on a restricted scale. The arrange- 
ment, is described in the following extract : — “ Where a branch of a 
Presidency Bank exists, part of the Government balance is deposited 
in it. Similarly a part of the Government balances held at Calcutta, 
Madras and Bombay, is deposited at the head offices of the three 
Presidency Banks. The relations between the Government and the 
Presidency Banks in respect of the holding of balances are partly 
regulated by agreements with the three banks, which were last 
revised in 1898. The agreements provide that the Banks are to 
transact general business for the Government at their head offices 
and certain branches ; that they are to receive certain remunerationj 
that the Government is not bound to retain at the Banks any 
particular sum ; but that if its balance at the head Office of any of 
the three Banks falls on any day below a specified minimum, it is to 
pay to the Bank “ interest at the lowest rate chargeable on such day 
by the said Bank to the public for loans recoverable on demand. ” 
The remuneration of the three Banks and the minimum balances 
that they are to hold for the government at their Head Offices with- 
out charging interest are as follows : — 


Bank of Bengal 
Bank of Madras 
Bank of Bombay 


Remuneration 
per annum. 
£ 

2,900 

800 

800 


Amount of Balanee 
below wbioh 
interest beoomea 
payable. 

£ 

233,300 

120,000 

133.000 


“ The revision of these agreements is now under the considera- 
tion of the Government of India. In actual practice the Government 
of India is much more liberal to the Banks than is provided for in 
the agreements. They usually keep at the head offices of the three 
Banks the following amounts : — 

Back of Bengal 467,0001* to 53?,0001« 

Bank of Madras ••• A little over 133,000/. 

Bank of Bombay ... S67,060/« to 33S,000/« 

On the flotation of a loan and in special cases, the amounts are 
increased."’ 


1 Sue Cbamberlaio Commiiiion's Report, Appocdioei. 
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The following table shows the position of the three Presidency 
Banks on 31st December for a series of years : — 

Presidency Banks. 


1919 

Es. 

( lakhs ). 


7,64 7,35 7,20 | 7,32 


9,02 

98,01 


26,03 


The comparative position of the three Banks on 31st December of 
the years 1910, 1914, 1916, 1918, and 1920 is brought out in the 
following table : — 


Capital and Reserve 


r. -i \ Pnblic 
Deposits I 


Cash Balances 


1905 

1914 

Rs. 

Rs. 

( lakhs ). 

( lakhs ). 

1 6,23 i 

7,64 

1 

5,61 

40,4 

8,23 i 

20,84 1 


5,20 

41,70 


17,27 


7,20 



17,07 


Paid up Capital. 

Bask of Bengal 
,, Madras 
„ Bombay 
Reserve & Rest. 

Bank of Bengal 
„ Madras 
„ Bombay 
Government Deposits. 

Bank of Bengal 
n Madras 
» Bombay 
Other Deposits. 

Bank of Baogal 

n Madras 

u Bombay 
Cash. 

Bank of Bengal 
ft Madras 
ft Bombay 
Investments. 

Bank of Bengal 
„ Madias 
Bombay 

Dividend for the year 

Bank of Bengal 
if Abdras 
ft Bombay 


1910 

1914 

1916 

1918 

1920 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

(lakhs) 

(lakhs) 

(lakhs) 

(lakhs) 

(lakhs) 

2,00 

2,00 

2,00 

2,00 

2,00 

60 

76 

75 

75 

75 

1,00 

1,00 

1,00 

1,00 

1,00 

1,75 

2,00 

2,13 

1,80 

2,10 

51 

79 

58 

55 

48 

1,05 

1,10 

90 

1,01 

1,20 

1,98 

2,87 

2,74 

5,85 

4,34 

72 

91 

1,04 

1,02 

2,09 

1,52 

1,63 

1,42 

1,77 

8,60 

16,09 

21,61 

21,44 

23,93 

34,74 

5,67 

7,62 

9,60 

6,54 

16,79 

10,58 

10,82 

13,67 

17,60 

27,49 

6,14 

11,70 

7,73 

«,94 

12,21 

1,84 

2,67 

2,72 

8,74 

6,06 

4,36 

6,47 

6,68 

5,42 

8,76 

3,68 

6,21 

7,69 

7,80 

0,13 

86 

ly49 

• 

2,34 

2,01 

1,63 

3,13 

1,40 

3,55 

2,14 

3,30 

14p.o. 

12 p, c. 

ISp.c. 

12 p, 0. 

16 p. c. 
12p.c. 

17 p. 0. 
12p.o. 

lS^'p.o. 
18 p, c. 

14p.u. 

14^ p. 0. 

16p.c. 

18 ip.c. 

22 p. 0. 
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Besides the head offices, the Presidency Banks of Bengal, 
Bombay and Madras had 25, 1 ‘I and 23 branches and agencies res- 
pectively. 

235. Exchaage Banks:— Now to turn to the Excliange 
Banks. These are big European banking concerns with enormous 
resources, and they carry on their operations in India and over 
eastern Asia. For the sake of convenience they are classified in 
two groups according to the extent of business done by them in 
India, viz. (1) those of them that are doing a considerable portion of 
their business in this country and (2) the remaining that are merely 
agencies of large banking corporations doing business all over the 
East. The number of the latter has now increased owing to the 
addition of new banks such as the P. and O. Banking Corporation, 
the National Bank of South Africa and the Imperial Bank of Persia. 
At the close of the jTar 1913, there were 12 Exchange Banks in 
operation, with capital and Reserve amounting to £ 37*8 millions, 
with £ 23*2 millions of deposits in India and with £ 4.4 millions of 
cash balances in this country. Corresponding statistics for these 
banks, divided with two classes according to the nature of their 
business connection with India, for the year 1927, are given 
below : — 



Vi 

a 

0 

a . 

a 

0 

i Deposits. 

Cash Balance. 


' CQ 

1 "o 

' 0 

1 2 

•o 2 

S 5 

> s 

iCA 1 

9i 

0 

' Out of 
lodia 1 

Id 

lodia. 

Out of 
India. 

In 

India. 



1 

1 ^ 
|(1.000) 

£ 

(1,000) 

£ 

(1.000) 

Rs. 

(1,000) 

£ 

(1,000) 

Rs. 

(1.000) 

(A) Backs doiog a con- 
siderable portion of tbeir 
business in India. 

f. 1 

1 

1 

9,769 

10,878 

71,640 

1 49,33,33 

1 

8,836 

5,40,14 

(B) Banks which are 
merely agencies of large 
banking oorporations doiog 
besiness all over Asia. 

12 

83,027 

77,246 

1 

1 

1,21<.315 

1 

19,62,90 

195,263 

2,72,99 


The chief among these Banks are institutions of very long stand- 
ing, having been founded more than sixty years ago ; they take 
deposits in India and outside, and with funds thus borrowed, finance 
the foreign trade of the country. They are in this way complement- 
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ary to the Imperial Bank and the other Indian banks which confine 
themsleves mostly to internal trade. They purchase bills of exchange 
drawn by exporters of produce and discount them with London 
banks or realise them when they mature.' By selling sterling drafts 
or remittances, they can partly recoup themselves for the outlay of 
funds on the purchase of export bills. Through their London offices 
they purchase import bills which are drawn on consignees in sterling 
and thus they finance import trade also. These transactions enable 
the banks to bring back the funds realised in London. As the 
value of India’s exports normally exceeds that of the imports, the 
deficiency in import bills is made good by the purchase of council 
bills and telegraphic transfers and the shipment of gold and silver. 
The sale of sterling bills to the Government of India in tWs country, 
now relieves them of most of this kind of trouble. 

Owing to stringency in the money market, in the busy season, 
the bank rate and the discount rate mount up very high. The ex- 
change also rises and the Exchange Banks bring money into the 

country by buying the Secretary of State’s drafts; and Telegraphic 

Transfers enable them to receive rupees from the government 
Treasuries immediately without having to wait for more than two 
weeks for the arrival of the bills. The sale of sterling bills to Gov- 
ernment in India has the same effect. The difference between the 
rate of interest they have to pay on their own borrowings or de- 


1 “Bills against the export trade are drawn D. A. (Doonments on aoaeptanoe) 
and D. P. (Doonments on payment). They are purchased by the banks’ branches 
in India. The D. P. Bills are held by their London offloes until they are retired 
or paid at maturity. The D. A. bills as a general rule are discounted, or redia- 
oounted immediately after aooeptanoe. They are rediscounted with the English 

Joint Stock Banks and the Scotch Banks or with bill brokers financed by these. 

and esreoially in times of stringenoy with the Bank of England. These bills may 
be held for a time by the Indian Exchange Banks in London. This wonid occur 
when business in India was stagnant or when money was difficult to employ 
in London. To the extent to which the D. A. bills are rediscounted immediately 
after acceptance {which they are In the great majority of oases) the Indian export 
trade Is financed not with the funds of the Exchange Banks except from the time 
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posits, both in England and India, and the rates they charge in 
discounting sterling bills, constitutes their profit. The deposits 
of the Exchange Banks have considerably increased in recent years 
though in view of the reduced purcliasing power of money, expansion 
in the first of the two classes of the Banks is not very great. While 
enjoying a monopoly of the finance of the export trade of the 
country, they participate actively in collecting internal deposits also, 

Exchange Banks compete with other banks in the country in 
borrowing money by means of deposits if not also directly in the lend- 
ing and discounting business. Their operations are not thus restricted 
merely to the financing ofimport and exporttrade. Theyhad,in 1927, 
88 branches in India as compared with 1 65 branches (and three head- 
offices ) of the Imperial Bank of India and 122 head offices and 406 
branches of the Joint Stock Banks. The Indian deposits of these 
banks which are of primary importance from the point of view of 
India’s trade, amounted in 1913, to £23*3 millions and rose to £56*3 
millions in 1921, being £51*6 millions in 1927 as against Rs. 72 
crores of private deposits of the Imperial Bank and Rs. 64*30 crores 
of the Indian Joint Stock Banks in 1 927. As we have shown in the 
last Chapter, owing to the severe strain put upon the monetary 
resources of India by the War, the drawings of the Secretary of 
State had to be curtailed, gold could not be imported and exchange 
rose much above the standard rate. Exchange Banks had not ade- 
quate funds to buy bills and had, for some time, to sell drafts at a 
fixed rate ; and they were compensated for this by government so 
far as their over-bought position resulted from the restriction 
imposed by the latter. The government’s purchases of sterling 
drafts from the banks here saves the latter from the trouble to dis- 
count or realize the bills in London and then bring back the funds 
to India. 

236. Joint Stock Banks : — Banks of the third class viz., the 
Joint Stock Banks, are almost all of them, of recent origin. The growth 
of this type of Bank has taken place during the last twenty five 
years, though some of the joint stock banks were founded more than 
a generation or two ago, and as may be e.xpected, were the fruit of 
European enterprise. The total number of banking and loan com- 
panies registered under the Companies Act was 430 with a paid-up 
capital of Rs. 3*82 crores in 1900-01 ; the corresponding figures for 
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1905-06 were 595 and 4*40 crores; by 1910-1 1 the figures showed 
an increase in the amount of capital to. Rs. 7‘91.crores for 492 com- 
panies. .progress practically stopped after this on account of the 
failure of many Swadeshi banks; and then came the War. In 
1919-20, the number of registered banking and loan companies was 
5 5 6 and their paid-up capital amounted to Rs. 9,35,05,791. The 
post-war years witnessed a spurt in banking, and in a single year 
the capital was doubled, being Rs. 20*41 crores for 735 companies 
in 1920-21, and next year, the figures were Rs. 27*24 crores and 
828 companies. The boom Was succeeded by a depression and the 
numbers showed an appreciable falling off. Under the heading, 
banking and loan companies, are included hundreds of petty bank- 
ing and lending establishments; and institutions carrying on opera- 
tions on a considerable scale, are very few. It is not possible to obtain 
information about unincorporated and unregistered banking institu- 
tions scattered in large numbers all over the country. The number 
^nd the amount of p&id-up capital of the registered joint stock 
banking companies are given below and they are analysed to show 
their composition.' 

I 


Joinf Stock Banking and Loan Companies 


Year. 

Number. 

Paid up capital 
(Crores of Rupees.) 

1900-01 

430 

3*82 

1905-06 

595 

4*40 

1910-11 

492 

7*91 

1913-14 

552 

7*91 

1919-20 

556 

9*35 

1 920-21 

735 

20*41 

1921-22 

828 

27*24 


iavestmealani 

a S 5 oon,p.aie. amounted in 1927 t, 

_ay Frestdenoy, IS-papoent, in the Madras P/«giaAnAo e .. . . . ... 

S.a.a.--E.poH,an Joint Stooi. ^,7 " 
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II 

Banking and Loan Companies. 


(1) Banking 

(1921 

Number 

-22) 

Paid up 
Capital 

(Crores of Rs.) 

(1926-27) 

Number Paid up 

Capital 

(Crores of Rs.'i 

386 

13*17 

518 

10*25 

(2) Loan 

(3) Investment 

153 

2*26 

317 

2*82 

and Trust 
('4) Nidhis and 

52 

9*42 

69 

7*00 

Chit Associations 

237 

2*37 

279 

2*60 

Total 

828 

27*24 

1183 

22*77 

The joint stock banks 

are classified, 

for the 

sake of con* 


venience, into two main groups according to the amount of their 
capital and reserves j and their position on 31st December, 1927, 
was as follows 


Joint Stock Banks 



No. of 
Banks. 

) 

Capital 

and 

Reserves 

Deposits 

Cash 

balances 

i 

1 

(1) Banks with Capital and 
Raserve amoantiDg to 5 lakhs and 


In lakhs 
of Rs. 

lakhs of 
Rs. 

lakhs of 
Be, 

more. ...i 

( 2 ) Backs with Capital and 
Reserve between Rs. 1 lakh acd 

29 

11,08 

60,84 

7,70 

less than Rs. 5 lakhs. 

Total of Banks with capital 
and Reserve of Rs. 1 lakh and 
above. 

48 

1,22 

3,46 

52 

77 

12,80 

64,30 

8,22 


Joint stock banking is a plant of recent growth and has yet to 
drive its roots wide and deep into the soil though the European 
banks are of several years’ standing. Nor are all the joint stock 
banks Indian-managed. While the sapling of indigenous joint stock 
banking was growing up vigorously, it was overtaken by a violent 
storm in 1913, when a number of banks collapsed. The failure of 
the banks caused ruin and hardship to numerous middle class and 
poor families, but it imparted a wholesome and much needed lesson 
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ai it 6tp6sed the rotten condition of many of the apparently pros- 
perous concerns. It indeed dealt a rude shock to public confidence, 
aitd for a time the progress of banking was retarded. But the 
exposure was calculated to teach the people where the screw of 
bdhking management was loose and to ensure a slow but healthy 
pfdgfess of the movement. 

These facts are reflected in the following statements 

I 

Joint Stock Banks with Capital and Reserve of 

Rs, s lakhs and over, 

(In crores of Rs. ) 



Banks with Capital and Reserve between i lakh and 5 lakhs. 
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These joint stock banks came up on the crest of the Swadeshi 

or the enthusiastic industrial movement which began in 1905; and- 

banking came to be regarded as a new path into which the energies 
of enterprising persons might strike. They undertook to do, on -a 
smaller s^le, almost the same work as the Presidency Banks, except ■ 
the latter's treasury and other operations for government, and some 
of them dealt in foreign exchange also. The public was willing to 
patronise the new institutions and put their money in them. The 
middle class, which was in the habit of saving and of depositing its 
savings in the Postal Savings Banks, was attracted by the tempting 
prospect of getting a higher rate of interest and dividend, and the 
new concerns had no difficulty in attracting share-holders and 
depositors. From 5 to 6 per cent, interest ( a high rate in those 
days ) was offered for deposits fixed for a year or two years, and the 
banks helped many i shop-keeper and trader in his business by- 
giving him accommodation. 

237 . Bank Failures : — Several causes combined to make* 
the position of the joint stock banks insecure. (1) The directors of 
many of the concerns were men who : knew little about practical 
banking business and could not and did not control the operations 
of the banks. (2) If some of those whose duty it was to keep a 
strict watch over the dealings of the bsinks, suffered from a lack of 
experience, others hiid too much of it to deserve the public responsi- 
bility entrusted to them. (3) Accounts w^ere not properly kept and 
loans were given without sufficient security. (4) A largO part of 
the funds of the banks w’as locked up in shares of industrial concerns 
and gensrallj’^ in such a way that it could not be easily realised. (5) 
Some of the managers went in for speculation, a species of business 
w’hich such banks should have strictly avoided, and the monies takeu 
from depositors at a high rate of interest, w’ere used to finance 
concerns and schemes whose profitableness was doubtful. (6) 
Banking was combined in some instances with industrial and trading 
ventures of various sorts. (7) Dividends were often distributed 
among share-holders out of aipital, and this fact could be concealed 
by window dressing, that is, skilful manipulation of the accounts. 
When, therefore, one of the banks came into trouble owing to 
the difficulty of meeting obligations and to a run being made upon 
it by depositors, public confidence was shaken and other banks 
also came down. Their assets could not be easily realised, the 
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demand of depositors could not be met and they had to close their 
doors. 

These facts have been brought out in liquidation and other pro- 
ceedings in connection with the banks, which have taken place in 
law courts. With a few exceptions most of the banks which have 
failed or have been liquidate, have been pigmy concerns. The 
following table shows their number and position : — 



No of Baoks 
liquidated 

1 

Capital 

Authorised 

Subsoribed 

Paid up 



Rs. (1000) 

Rs. (1,000) 


1913 ( two moDtbs ) 

12 

2,74.00 

1,64,56 

3.53 

1914 

42 

7.09.70 

2,45,47 

1,09,01 

1915 

11 

56.50 

7,79 

4,50 

1916 

33 1 

2,S0.00 

20.90 

4.23 

1917 

9 

76,50 

35.75 

25,26 

1918 

1 

7 

2.09,50 

4.86 

1.47 

1923 

20 

21,86.89 

9,02.36 

4,65,47 

1924 

••• 

18 

6.30.30 

26,46 

11,33 

1926 

• • • 

14 

70,80 

7,05 

S>8 


The number of banks that failed or were wound up in 1 91 9 am 
1 920, was 4 and 3 respectively and the amount of their paid ui 
capital was 4 and lakhs. But the number of faflures increaso 
to 7 and 15 in the succeeding two years, the paid up capital involve, 
being li and 3* crores respectively. Many of these banks had high 
sounding names but were ricketty from the very beginning. Th 
pmd-up capital bore a smaU ratio to the subscribed and the authoris 

(»piW and they wore not able to do much business. This doe 

not hold good of some other banks which have recently failed. Th, 
depression which succeeded the after-war industrial boom wa' 

rea^nsible for as many as 20 faUures in 1923, involvine a uaid-... 

rapital of Rs. 4- 65 crores. Of this amount, the Tata Industrie Bank 
wtach was amalgamated with the Central Bank of India, th< 
Alliance _Bank of Simla and the Calcutta Industrial Bank oontributec 
no less than Rs. 3-93 crores. The above facts are brought out ^ 
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the follow-ing table compiled from the information published by the 
Department of Statistics : — 


Name. 

Auiborisdd 

Capita!. 

Subscribed 

Capital 

f 

Paid up 
Capital. 

Deposits 


Rs. 

Rs. 

Rs. 

1 

Rs. 

Solar Bauk, Lahore: Registered, 
17tb April, 1913 : Liquidated, 
24th. March, 1914. 

1,00,00,000 

1,55,000 

8,510 


Orient Bank of India, Lahore, 
Registered, 18tb May, 1907; 
Liquidated, 4th September. 1914. 

25,00,000 

10,00,000 

71,354 

4,94,958 

Bank of Asia, Lahore ; Register* 
ed, 2od September, 1912: Liqui- 
dated, 29tb November, 1914, ... 

\ 

25,00,000 

4,65,450 

32,099 

76.781 

Commeroial Baok of lodia, Qazi* 
pur, n. F., Registered. 17th 
January, 1913 : Liquidated, 2nd 
July. 1914. 

10,00,000 

5,775 

4,250 

18,655 

Sri Krishna Bank, Madras; Re' 
gistered, 28tb May, 1909:Liqui* 
dated, Slst March, 1914. 

5,00,000 

50,00,000 

2,125 


United Bank of Commeroe, Ben* 
gat Registered, 25th September, 
1912; Date of going into liquida- 
tion, 14th August, 1918. 

2.00,00,000 

2,81,510 

1 

27,080 


Tata Industrial Bank 

12,00,00,000 

7.50,52,200 

2,25,15,660 


Alliance Bank of Simla 

3,00.00,000 

88,94,100 

88,94,100 


Calcutta Industrial Bank 

2,00,00,000 

79.53,980 

79,52,860 



Banking corporations and bankers have to keep suBScient cash 
and liquid assets in their liands so as to be able to meet depositors’ 
demands as they arise. But the Swadeshi joint stock banks did not 
follow this wholesome practice. While the proportion per cent, of 
the cash to the liabilities on deposits of the Presidency Banks was 33 
and of Exchange Banks 20, on an average, that of the joint stock 
banks did not exceed 15 or 16. The position has steadily improved 
during the past few years, but the Imperial Bank of India and the 
Exchange Banks have now a smaller percentage. This is probably due 
to continued monetary stringency, dullness of business, growing 
banking habits among the people and the lock up funds in securities’. 
The following table shows the proportion per cent, of cash to 
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liabilities on deposits of the several classes of banks on 3 1 st December 
of each year. The figures for the Exchange Banks refer only to 
their Indian deposits : — 


of India) 

11 Exobange Backs— 

(1) Backs doing a oonaiderame 
portion of tbeir business in 
India 

(2) Banka whioh are merely agec 
oies of large backing oorpora- 
tioca doing business In Asia.. 

in Indian Joint Stock Banks— 

(a) Banks baring capital and re- 
serre of 8 lakba and over 

(b) Banks baring capital and re* 
serre between one lakh and 
less than 5 lakhs. 


1918 

1916 

1919 

1923 

1933 

1927 

p. 0. 

p. 0. 

p. 0. 

p. 0. 

p. 0. 

P. 0. 

36 

35 

81 

U 

18 

14 

19 

85 

.i 

1 

19 

19 

11 

17 

85 

67 

33 

' 27 

1 

14 

18 

' 34 

31 


17 

IS 

16 


34 

17 

19 

IS 


.-^.vBovuuivuc:unnKiauures seems to have been taken to 
h^, and the joint stock banks now evince a desire to maintain 
a strong cash position ; and this tendency was especially marked in 

to by the war. Although banks have 

htiL h r ‘beir deposit liabi- 

Lnon tL Z”’' f “°°‘ber and vi^l depend 

upon the nature of its business and its requirements of safety. What 

IS a 3^ margm for one type of bank, may be quite an inefficient 

proportion in the case of another. What is to be avoided by an 

locking up of a targe 
P rtion of Its funds in ass ets not easdy realisable-and Vculation.' 

oonn.cT,^r;;;;rrh. 

Phctio. Mr. Keynci wrote- * pro- 

banking in a new tW*ng, Md”ra^ooMtr^ wb'r^^^ ho^idf 

0Mb balances ■eom, from arailable indlTatious toba h^^t^ dominant, the 
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238. Proposed Restrictions The failure of so many 
banks led the public and government to consider whether it would not 
be desirable to impose certain restrictions upon firms and individuals 
who used the words ‘banks’, ‘bankers', or their equivalents, thereby 
gaining an amount of undue prestige in the eyes of people and 
attracting too large a quantity of deposits. The Government of 
India, therefore, issued a circular in August 1913, asking Provincial 
Governments to communicate to them the views of the commercial 
community and others on tliis point. They suggested that restric- 
tions would be desirable in the following matters : — (1) The pres- 
cription of a minimum amount of subscribed capital; (2) a stipulation 
that an adequate portion of such capital should be duly paid up 
within a reasonable period from the starting of the business; (3) a 
restriction on the full allocation of profits to dividends pending the 
building up of an adequate reserve ; (4) a restriction as to taking up 
by a ‘bank' of business outside that of banking in which the bank- 
ing profits might be lost. Some restrictions of the nature proposed 
by government are clearly necessary in the interest of the public as 
well as of a healthy growth of Indian joint stock banking. But any 
banking law that may be passed, should be such as will not hamper 

the growth of legitimate and sound business and as will only pro- 
tect healthy development from the competition of unscrupulous and 
unsound concerns. Wide publicity, a thoroughly independent audit, 
a developed sense of responsibility and a vigilant and critical 
public, will alone be proper and effective checks on unsound banking. 

The economic development of India requires an ejctension of 
banking facilities in all parts of the country. The people have to be 
taught the benefits of thrift and the advantages, individual and 
national, of acquiring the habit of handing over their savings to banks 
wliich will pay interest to depositors and at the same time, which 
will use the funds thus collected, for the promotion of trade and in- 
dustry. There is a great scope for the expansion of banking; and 

concerns, small and large, if they are conducted along right lines, will 
be successful and helpful. High rates ofinterest rule in the market, and 
small business men and producers can not get the necessary accom- 
modation without paying a heavy price. The ordinary money-lenders 
in towns and villages give credit to their clients, but charge exorbitant 
rates for their services. If banks were to collect cash from persons 
of small means and inspire confidence in the public mind, they would 
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assist in the economic development of the country. The right policy 
for the State to pursue in matters like this is to aim at the mean of 
the two extremes of too much interference with freedom of action 
that will discourage enterprise and progress and a laissez faire 
policy which is calculated to prove detrimental to public interests 
owing to the scope it allows to unscrupulousness and fraud. Some 
regulation of insurance and provident companies was found to be 
necessary on this principle and safeguards have now been provided 
in that behalf. 


There are two points worth special mention in this place. 
Efficient management does not invariably save a bank from the 
consequences ofa general public panic in a time of economic or 
political crisis. The inability of one bank to meet the claims of its 
creators spreads a feeling of distrust regarding the soundness of the 
position of other banks. Should not something be done by public 
authority to prevent the spread of the panic and to assist well-man- 
aged banks to tide over the period of the scare ? It was asserted 
that the failure of at least some Swadeshi banks could have and 
ought to have been prevented, but no one went to their rescue and 

W prominently in connection 

With the failure of the Alliance Bank of Simla in April 1923 It 

was a big and well-established banking institution, and its current 
and sayings bank balances amounted to Rs, 1 5^ crores in June, 1 922 
When It came into serious difficulties, its deposits were gradually 
withdrawn and its business declined. It was feared that the failure 
of such a reputed bank would deal a severe shock to credit ; and in 

Bank depositors in the 

vortnme ““P instructions of 

•government, undertook to pay immediately 50 per, cent of the 

amounts at credit of depositors including current account and 

^ings bank balances, provided the liquidation of the Bank was 

mried out under surveUlance of the Imperial Bank.'- Here the 
question arose whether this'; measure of State assistance was special 

InlTrl not be shown to banks under purely 

Indian management or represented the deliberatp nnii^tv ^ ^ 

ment under which other banks might expect heln unde Jr k 

I Report of the Controller of Ourreaoy, 1823-24 

H 
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ns a welcome precedent ; but past experience hardly warranted 
the belief that government would look upon it as such. 

Wild rumours about the solvency of a bank very often bring 
about a run upon it and on other banks, and the proposal has, 
therefore, been made that legislative measures should be taken for 
the protection of banking institutions and the investing public 
against wanton scare-mongers. As the interests of the community 
require to be safeguarded from the mismanagement and fraud on 
the part of banks, so the latter deserve to receive a guarantee that 
their reputation and existence will not be at the mercy of irrespon- 
sible mischief-makers. This proposition will win general assent, 
but there are practical difficulties in the way relating to the rights 
of share-holders and the depositors and the freedom of public com- 
ment. It is mainly for this reason that the above suggestion has 
not been given effect to. 

239. Land and Agricultural Banks There are no land 
banks and agricultural banks worth the name in India like those 
in other countries,' though Zamindari and land mortgage banks 
have been recently started in some Provinces. Landholders liavc, 
tlierefore, to raise loans by mortgaging their lands to money-lend- 
ers, and ordinary cultivators obtain advances from the village 
sowkars for the current expenses of agriculture. Takavi loans 
are made by government to cultivators, but they are not popu- 
lar, and they do not satisly the smallest fraction of the needs 
of the people. The indebtedness of the Indian rayats is colossal, 
and attempts made to relieve it, like those of the Loans Acts of 
1883 and 1884, have almost failed. There are here two problems 
to be tackled, first, to enable the farmer to shake off the burden of 
the old debts ; and second, to advance to him the capital required 
to carry on his agricultural operations. If there were banks which 
would supply this two-fold credit, the cultivator’s lot would be 
vastly improved. But he has as yet to rely, where there are no 
co-operative credit societies — and these are too few in view of the 
large population of the country — on the old credit machinery viz. 
the money-lender who charges high rates for his money. The bigger 
landlords who want capital for the permanent improvement of their 
farms or for their current needs of farming, and have to face 


1 See Qide's PoUtioal Economy and the next Obapter of tbif book, 
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the same difficulty, present the third problem. They can obtain 
loans on the security of their real estate, but there are no special 
land banks which will lend them large amounts of money at rea- 
sonable rates of interest. It is not a little disappointing to find 
that the idea has not been taken up by our Jamindars, Jahagir- 
dars and Inamdars. The position of the Gujarat Taluqdars and 
of the estates under the management of the Courts of Wards, 
points to valuable lessons which may be taken to heart with advan- 
tage in this respect. The distinction between the current needs of 
agriculture and land improvement and between credit required by a 
landlord and a peasant proprietor on the one hand and by the tenant 
on the other, is important and has to be carefully borne in mind. 


We have shown in Chapter VI what is the position of the culti- 
vator and the common artisan with regard to credit and supply of 
capital. In one of his pamphlets on Agricultural Banks in India, 
Mr. ( now Sir ) D. E. Wacha pleads for the establishment of land 
banks which will emancipate the cultivators. He gives an account 
of the experiment of such a bank in Poona district which was to 
have been made about the year 1 883, and argues that after all, co- 
operative credit societies are not calculated to solve the problem of 

agrarian indebtedness.' He holds up the Agricultural Bank of Egypt 
to iimtation in this country and wishes enterprising men to start such 
banks and conduct them with the assistance of government. Tliere 

be no doubt about the fact that the problem of agricultural in- 
debt^ness ought to have been boldly faced by the State long ago ; 

I have been assisted to throw off the yoke of 

his debt, by means of agricultural banks. In Ireland and in France, 
or example, the State has been placing large funds at the disposal of 
OTltivators England and U. S. A. have made arrangements for 
supplymg famers capital and similar proposals have been consi- 
dered recently by Provindal Banking Committees in India. This 
not to minimise the urgent importance of the growth of the 
cooperative cndit societies which are calculated to improve the 
smus and economic position of the rayat as nothing "eC dn 
but to pmnt out the colossal dimensions of the rayats’ indebted 

‘he lines of those in Germany. 
will serve a useful purpose in India, bri nging as they will, owners of 

1 a«o Chapter VI as also the next Chapter. 
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land and of surplus capital together. Wliat is required is enterprise, 
organization and State help. The position and the needs of land- 
holders of different status are not the same and consequently they 
can not be met with any uniform system of credit and banking. 
The latter must be adjusted to the requirements of localities and of 
classes of landlords and of tenants. Land mortgage banks have 
been in existence in the Punjab and are now being established in 
the Madras Presidency and in Bombay; and the other Provinces’ 
proposals with reference to them are being discussed. We shall 
revert to this subject in discussing credit co-operation. 

2Q0. Industrial Banks t — The want of industrial banks is 
being similarly keenly felt. The Imperial and joint stock banks 
lend their monies for short periods, and they can not afford to lock 
up their funds in ordinary securities or in new industrial concerns. 
Like agriculture, industries require a special treatment, and it has 
been suggested that banks should be started for financing industrial 
enterprise. State assistance is also invoked in the matter though 
how precisely it should be rendered is a difficult point to settle. 
Government may advance capital on the security of the property of 
a concern when the loan has been recommended by competent 
authority ; or it may guarantee a certain rate of interest as it did in 
the case of railway enterprise. Various provincial governments, 
notably those of Madras, Bihar and Orissa and the United Provinces, 
have thus advanced capital to industries during the last few years ; 
and the latest example of this form of assistance is that of paper 
manufacture in Madras. Financing of industries would certainly 
be better done by private banks strongly supported and supervised 
by the State. And if branches of such central banks were opened in 
small towns, the producers there would derive material benefit from 
them, and the banks themselves would do good business. But the 
nature of the work expected of industrial banks is fundamentally 
different from that of ordinary commercial banks. Their funds must 
be locked up in land, buildings and plant for long periods and their 
deposits must consequently not be subject to withdrawal at short 
notice. The purposes for which loans are made have likewise to 
be scrutinized witli greater care, and more vigilance has to be 
practised over their use. Here too the special requirements and 
conditions of large-scale industries, of factories of middling size and 
of handicrafts must be carefully distinguished and dealt with. 
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Organising capacity, natural advantages, reasonable prospects 
of success and efficient management are the essential requisites of 
industrial development. No new industries can be started unless 
they have the backing of men with capital to finance them or of 
industrial banks which will make it their principal business to sup- 
port sound propositions. Such industrial banks do not exist in tWs 
country and their work can not be done by the ordinary deposit 
banks. Neither the Imperial Bank nor the joint stock banks nor 
individual bankers can assume this role, as they can not lock up 
their funds in industrial concerns for long periods and do not possess 
the expert agency necessary to scrutinise the industrial proposals 
placed before them. It is just possible for the Imperial Bank to 
make special provision for industrial and agricultural finance, and 
suitable schemes will have to be worked out. But the fundamental 
difference between commercial and industrial banking is too import- 
ant to be ignored or minimised. Japan has already equipped her- 
self with industrial banks, and all other nations have been awakened 
to the urgent need of such institutions. Messers. Tata, Sons and 
Company took the lead in starting an Industrial Bank with a large 
capital and its progress was watched with the keenest interest. The 
difficulties it had to encounter in its initial stages and the limits it 
found necessary to impose upon the nature and the extent of its 
operations, illustrate, in an instructive manner, the characteristic 
features of this species of banking. Economic conditions in India 
and outside, unfortunately proved unfavourable to the progress and 
the ultimate success of the adventure. Small industries too suffer 
from the lack of initial capital and short-time credit for current 
expenses. Rich people provide their own capital but others Irnve to 
pay high rates of interest and can not obtain credit from joint stock 
banks and indigenous bankers. Cotton gins and presses, oil mills, 
flour mills and tde factories are industries of this type. 


Sion w? ' 1, ^ ® PosslWHHes ^The Indian Industrial Commis- 

f attention to the constitution and 

functions of industrial banks that were required in this country and 

ransidered how far they ought to receive assistance from government 

to find out if they could provide a lesson and a precedent for India 
With regard to the German industrial banks three characto^tks 
were found to be striking: (l)the high proportion of their paid-up 
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capital to their total cash transactions; (3) the readiness with which 
they financed industrial and commercial business and participated in 
fresh industrial ventures, by taking up and eventually selling blocks 
of shares in such undertakings; and (3) the large measure of control 
they exercised over the businesses financed by them through the 
appointment of their representatives as directors. It is believed 
that the banks have had the backing of the German government 
which is anxious to stimulate industrial enterprise through them. 
The government of Japan likewise supports the industrial banks 
in that country and imposes on them certain conditions as to the in- 
vestment of their capital with a view to ensure their sound and 
successful working. On this evidence before it, concerning the part 
played by banks specializing in industrial finance and the support 
accorded to them by the State in Germany and Japan, the Industrial 
Commission could not but conclude that the industries in India 
would materially benefit by a similar system established in this 
country. The Tata Industrial Bank was started with the object of 
financing indigenous industries on the lines suggested above ; but 
many such banks are needed for providing adequate finance to 
new ventures. The business of industrial banks is, of course, 
full of risks and special precautions have to be taken by them in 
laying out their funds. The Industrial Commission has indicated 
these safe-guards and they relate mainly to the judicious use of 
their capital by the banks.* 

The six points emphasised by the Commission in this regard 
arc, (1) that an industrial bank should possess a paid-up share or 
debenture capital high in proportion to its total business ; (2) that 
too large a share of its funds should not be used for the benefit of 
any single interest or a group of interdependent interests ; (3) that 
its loans on plant, land and buildings should be carefully limited ; 
(4) that a large portion of its funds should be confined to provision 
of working capital ; (5) it should provide initial capital with caution 
and should not itself at first attempt to float new companies, and 
(6) that each class of its business should be judiciously limited to its 
proper proportion. The Tata Bank started work in April, 1918 in 
Bombay without government assistance; and though government must 
help industries directly in a variet)' of ways, it is best that industrial 
banks should multiply so as to be able to stimulate the development 


1 Report, para 291. 
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of industries through private agency. The paid-up capital of the 
Bank was 70 lakhs at the start and was raised to about 2\ crores 
within a few years. The Bank opened branches at Calcutta, 
Hyderabad (Deccan), Cawnporc, Delhi, Lucknow, Madras and in 
London in course of time and combined the business of ordinary 
commercial banking such as dealings in exchange, discount and 
over-drafts with the finance of industries. Such combination was 
perhaps necessary to ensure the prolitablcncss of its working in the 
initial stages. But the decision of its Directors announced in 1932 
to suspend the industrial side of its operations reduced the concern, 
on which such high hopes of India's industrial development were 
built, to the position of an ordinary commercial joint stock bank, to 
the serious disappointment of the public. The experience of the 
Directors of three years' working was not probably such as to ins- 
pire confidence about prospect of success in the industrial ventures 
financed or proposed to be financed by tlie Bank. It was, in any 
case, a national misfortune that India's first industrial bank had to 
suspend the industrial side of the work ami had ultimately to be 
amalgamated with the Central Bank of India. The Industrial Com- 
mission liad e.xpressed the opinion that ^'the establishment of 
industrial banks working on approved lines is of sufficient national 

importance to justify Government assishxnce," but having no suffi- 
cient material before it to allow it to formulate a definite scheme for 
industrial banks, whether of provincial or imperial scope, it suggested 
the appointment of an expert committee to examine the whole ques- 
tion of additional banking facilities and the form which government 
assistance and control should take. The Central and Provincial 

Banking Committes appointed in 1929, arc expected to investigate 

this question also, but it is doubtful if they will make any concrete 
recommendations that will be immediately followed up. 


92. The Sank Rate:— The bank rate is the rate which is 
Gorged for loans against government securities, while the rate of 
advances on other securities and of discounts is slightly higher. The 
rates are not the same in the different Provinces. As we have said 
above, this business is, at present, done by shroffs and other money- 
tenders who deal in hundies. They grant nceommodation for n few 
months and charge varying rates of interest. The shroffs in bin 

3TheT' ““‘1“ T “ '''''' shopkeeper! 

and the Imperial and joint stock banks, the latter discounthig their 
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bills andthus coining indirectly in contact with thesmall businessmen. 
The bank rate naturally depends upon the stringency or easiness of 
money and on the intensity of business activity in the country; and 
it regulates the rates for accommodation on different securities. 

The official bank or discount rate of the Imperial and other 
banks is, however, not identical with the rate that prevails in the 
bazars, and the latter is often not much affected when the bank rate 
rises owing to monetary stringency which occurs periodically. *‘Thc 
shroffs who finance nearly the whole of the internal trade of India, 
rarely, if ever, discount European paper and never purchase foreign 
or sterling bills. Neither do they lend money on Government Paper 
or similar securities, but confine their advances to the discount of 
hundces, to loans to cultivators and against gold and silver buillion. 
The hundecs they purchase are, for the most part, those of traders, 
small and large, at rates of discount ranging from 9 to 25 per cent, 
per annum ; but the they buy from and sell to each other, 
which are chiefly the traders’ hundees bearing the sliroffs’ own en- 
dorsement, rule the rates in the native bazar and are generally 
negotiated, during the busy season, at from 5 to 8 per cent, discount. 
They also discount their endorsements pretty largely with the Pre- 
sidency Banks when rates are low and discontinue doing so when 
they rise above 6 per cent. They also speculate largely at times in 
Government Paper, especially during the off season, but rarely or 
ever hold it or lend on it.”’ 

The bank rates are usually regulated by the intensity of demand 
for money required for financing the export of Indian staples to 
foreign countries and the supply of raw materials to large indigenous 
industries. The comparatively high bank rate in India has been a 
subject of serious complaint for years, and government’s policy re- 
garding the expansion and contraction of currency with which it is 
intimately bound up, has been already commented on. Government 
and the Imperial Bank, between them, thus control the Bank rate. 
The urgent importance of having a Central Reserve Bank which 
will combine the national reserves of capital, is thus realized. 
The money supplied by the shroffs usually goes to finance the local 
movement of the staple crops from the fields to the markets. Funds 


1 Appeadiods to the Report of the Fowler Committee, page 70. 
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may be taken from the banks to return the advances made to dealers 
by shroffs and in that way the two money markets come into con- 
tact with each other. But, as a matter of fact, the indigenous shroffs 
draw very little on the joint stock banks for the finance of trade and 
more or less rely upon their own resources. When money is tight, 
the Presidency Banks attracted deposits for short periods by offer- 
ing higher rates of interest and put up their lending rate at the same 
time. The rates are naturally high in the busy season and low when 
trade is slack. Thus the half-year ending 30th June witnesses higher 
rates than the other six months when there are no crops to be moved. 
The rates are readings of the financial barometer which is extremely 
sensitive to the changes in the commercial weather. The following 
table gives the maximum and minimum rates for a series of years : — 

BanA Rates. 


I— PRESIDENCY BANKS. 



1913 

(Pro war year) 

1918-19 

1919-20 

1920-21 

Maximum 

Minimum' 

Maximum 

a 

9 

a 

O 

a 

Maximum 

Minimum 

Maximum 

Minimum 


p. 0. 

p. 0. 

p* 0. 

Ps Oe 

p. 0. 

p. o. 

p. 0. 

p. 0. 

Bank of Bansal 

8 

3 

7 ' 

1 

5 

7 

5 

7 

5 

Dank of Bombay 

7 

3 

7 


7 

5 

9 

5 

Bank of Madras 

7 

5 

8 

Ll 

8 

6 

9 

6 


II — IMPERIAL BANK OF INDIA. 



Half year eodiug 
30th June 

Half year ending 
3lBt December 

Annual 

Average. 

1921 

$■04 

6*11 

5-57 

1922 

7*13 

4-51 

5-81 

1923 

7*42 

4-50 

5*96 

1924 

8-OS 

5*82 

6*68 

1927 

7-00 

5*3 

6*2 


85 
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243. The Hundi Rate;— The relation between the Bank 
Rate and the Hundi Rate has been a subject of some curiosity.' 
The nature of the dealings of the shroffs who discount hundies 
with the Banks has been shown above. The big shrofifs go to 
the banks when they have laid out all their funds in purchasing 
the hundies of smaller shroffs who may have financed the village 
bania or dealer. There are two chief kinds of hundies, the ‘hand 
bills’ or pure finance bills, and the trade bills. As regards the hundi 
rate, it “ rises and falls with the bank rate proper, though some- 
what in advance of it, and naturally so, for one is a discount rate 
and the other a rate for day-to-day loans. Thus at the beginning 
of the busy season, the hundi rate would usually be higher than the 
bank rate ; the reverse being the case when the slack season is 
about to begin, so tliat the hundi rate may be said to be a sort of 
long distance signal.” * As indigenous bankers mostly carry on 
business with their own funds, they have a fixed lending rate 
among themselves and only a few shroffs e. g. Multani or 
Shikarpuri, that borrow or get bills rediscounted from the Imperial 
or any other bank. From the report of the Controller of Cur- 
rency for 1920-21, it is seen that during the year, the average rate 
at which shroffs were prepared to discount petty traders’ bills, was 
1 to 2 per cent, higher than the Bank rate in the Calcutta bazar. 

It should be noted that hundi rates are governed, more or less, 
by special local conditions and customs, and the variation between 
them and the bank rate can be accounted for only on that ground. 
In 1922-23, for example, shroffs in Bombay who had suffered heavy 
losses in their business in the preceding year, charged much higher 
rates for discounting traders’ bills than those of the Imperial Bank 
of India but normally, the Calcutta bazar bill rate is one or two per 


1 Tbe bank rate is the rate at which the Imperial Bank will ordinarilf ad- 
▼anoe mooev against government securities, while the Imperial Bank bundi rate 
is the rate at wbioh tbe Imperial Bank will discount or rediscount first class three 
months’ bills. Tbe bazar rates are those at which the bills of small traders are 
.discounted by shroffs.”— Report of the Controller of Currency for I9i8-29. 

2 Appoodioea to tlje Report of the Jodian Currency Committee. 1919. 
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cent, higher than the corresponding Bombay rate. The following 
statement shows the special conditions in the above year. 

1922-23 



Bank Hundi 

Bazar rate 


rate 

Calcutta 

Bombay 

1 

April 

Per cent 

Per cent 

9 to 10 

Per cent 

13 

May 


9 to 10 

im 

June 

7 

9 tolO 

12 

July and August 

5 1 

6 to 7 


September & Oot, 

5 

7 to 8 

m 

November 

5 

7 to 8 

9 

December 

6 

7H to 8H 

im 

January 

8 

7H to 8H 

12 

February 

9H 

10 to 11 

13H 

March 

9^ 

8 to 9 

13 


A divergence of the nature reflected in the above table between 
the Bank and the Bazar rate, prevailed also in 1923-24. The Hundi 
business of the Presidency Banks often represented as much as one- 
third of their total advances. The following table shows these pro- 
portions as an illustration in the case of the Bank of Bombay : — 


Bank of Bombay (In lakhs of Rupees). 


Date 

Bills Die- 
counted 

Adyancea 

Total 

1609 

rSOth Jane 


16S‘S7 

559-46 

723-43 


(siet Deoember 

• •• 

266*54 

513-98 

780*47 

1913 

rSOth Jane 


216-29 

580*84 

797*13 


Deoember 

• « < 

154*22 

551*20 

710*49 

1616 

rSOth Jane 


98-26 

613*75 

711-01 


Lsiit Deoember 

1 

e« * 

11305 

599*77 

722-86 

1918 

rSOth Jane 


82*23 

887-46 

976*28 


(Slat Deoember 

• »• 

29-69 

1193-09 

1 

1222-78 
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24^ Reserve Treasury System While on this question 

of the bank rate in India, we may refer to the prolonged contro- 
versy which raged round the reserve treasury sj^stem of Government 
and the artificial stringency which was alleged to be created by it 
though in view of the establishment of the Imperial Bank and the 
transfer to it, of funds formerly kept in the reserve treasuries, it has 
now only an academic interest. Apart from the Paper Currency and 
Gold Standard Reserves which have nothing to do with the current 
revenue and out-goings of government, the funds of the State are 
held in the treasuries and sub-treasuries’ scattered over the country, 
at the head offices and branches of the Imperial Bank, ( formerly in 
the Presidency Banks, and also in the Reserve Treasuries) and in the 
'Home Treasury’ which keeps its balances with the Bank of England. 
By experience it has been found that the official year should open 
normally with a balance of Rs. 18 crores in India and £ 5 million in 
England. Under agreements with the Presidency Banks, govern- 
ment was bound to keep certain amounts of its balances free of in- 
terest at their head offices, and in practice, it left with them larger 
balances than those fixed amounts. What amount each treasury 
should hold had been fixed in the light of experience and the surplus 
balances were kept in the three ‘Reserve Treasuries' in Calcutta, 
Bombay and Madras, to be drawn upon when required. The follow- 
ing table shows how the Indian balances have been distributed 

( Lakhs of Rs.) 


Last day in Mareb 

Trea- 

suries 

Head offices 
of Freeiden- 
oy Banks 

Branobes of 
PresideDcy 
Banks 

Reserve 

Trea- 

suries 

Total 

1910-14 (Pre-war average) ... 

1916 

1917 

1918 

1919 

Five war years* average 

1920 

1921 

9.42 

10,17 

8.26 

7.57 

7,25 

8,35 

11,26 

7,46 

2,08 

2,62 

5,95 

9.)5 

11,81 

6.42 

13,66 

6.40 

2,81 

3.33 

4.17 

3.40 

3.33 

3,60 

3,64 

• ee 

7,60 

6.05 
4.56 
2,47 
3,58 

4.05 
1,55 

• *« 

21,91 

22,17 

22,94 

22,99 

25,97 

22,42 

e« ■ 

ee* 


1 “ lo the TTnlted Provinces there are 49 treasuries. 40 in Burma, 30 in Bom- 
bay, 29 in Punjab, 27 in Bengal. 25 in Madras. 22 in tbe Central Provinces, 20 in 
Behar and Orissa. 13in Assam, and 13 mainly in Indian States ». e. pohtioal. 
These ■ political ’ treasuries do not have tbe usual fluctuations that are due to 
different seasons of revenue collections. Of the total number 
cent, are medium, 31 per cent, small and 16 per cent, large.”— O. Findlay Shirras. 

Indian Finance and Banking, page 311. 
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It was contended that by locking up crores of rupees in its 
treasuries, the government caused a scarcity of money in the busy 
season, and a regular system under which loans might be made to 
the Presidency Banks during the time of monetary stringency, had 
been suggested. Government has granted such assistance from time 
to time, but it was naturally reluctant to develop it into a regular 
system which it would be bound to follow. The creation of special 
Reserve Treasuries was forced upon government by the inability of 
the Bank of Bombay to meet its demand for money deposited with 
the Bank under an agreement of 1866, and for guarding against such 
dangerous contingencies in the future, government decided to keep 
wilh the Presidency Banks only certain 6xed amounts and to hold 
the surplus in the Reserve Treasuries established at Calcutta in 1 876 
and at Bombay and Madras three years later. 

This system which locked up and withheld from the market 
large sums of money, causing the bank rate to mount up, had been 
a long-standing grievance of the banks and financiers in India. And 
the public feeling of discontent was accentuated by the fact that 
during the five years 1908-1 3, government balances soared unusual- 
ly high, and the Secretary of State having withdrawn* a large portion 
of them, lent them to approved borrowers or deposited them with 
banks in London. So far as the question of a high bank rate in 
India and the reserve treasury system of government is concerned, 
we do not think that having at their disposal crores of public depo- 
sits kept with them by government, the Presidency Banks could 
reasonably complain against the reserve treasury system which was 

intended to provide a financial safeguard, though we do not under- 
stand why Indian funds should have been transferred to and lent in 

England and should not have been placed at the disposal of trade 

in this country. 


1 The balanoet for the 


Slat Marob, 1908 
M 1909 

1910 

1911 
>, 1912 

1913 


yaara 1908-1913, were aa followa:— 
JoLoodon Id India Aggregate 

Mill £. 

18*S5 
10*83 
12*29 
13*56 
12*27 
19*29 


Mill £. 
460 
7*98 
12*79 
16*69 
18*30 
8-78 


Milii:. . 
17*45 
18.21 
35*07 
30*26 
80-66 
28.07 
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245. Government's Policy In two notes which he 
wrote as far back as in 1881 and 1899, on this' subject, Sir James 
Westland put up a strong defence in favour of the system. He 
pointed out that there was no analogy in that connection between 
the position in England and that in India. In England, the diminu- 
tion of the balance in the Bank of England by the whole amount 
it holds at the credit of the Exchequer, would be a small tax upon 
the whole banking balance of the place ; and secondly, “the nexus 
between the Bank of England and the general available cash of the 
country is infinitely closer than that which exists in the case of the 
Presidency Banks.”' 


Looking to the fact that banking was progressing rapidly in 
this country, the Presidency and the other banks should have stood 
on their own legs and not looked up to government for assistance 
every time. They could not rouse genuine public sympathy as they 
rendered limited help in the finance of internal trade and of indigen- 
ous industries. The fluctuations in the bank rate between the busy 
and the dull season are, no doubt, great in India, but government 
have to conserve their resources in view of demands likely to be 
made upon their balances, and cannot be expected to place them 
at the disposal of banks. It is true that on account of the preval- 
ence of the reserve treasury system, the reserves of the country 
were placed in two water-tight compartments and could not be 
fully utilized to the serious inconvenience of trade. The real 
solution of the problem, however, lay in the establishment of a State 
Bank which would stand to the Government of India and the Indian 
business community in the same relation as the bank of England 
does to the British Government and British trade and industries. 
The Government of India held the following view which they laid 
down in a letter written to the Secretary of State in 1900, viz. — 
“regarding the general danger involved in the financing of trade by 
the Government we have before us the words of Lord Salisbury's 


Despatch of 6th May, 1875, that “ capital supplied by Government, 
and not representing the savings of the community, is a resource 
on whose permanence no reliance can be placed, and which there- 
fore tends to lead the trade into dangerous commitments.’ 'I he 


warning conveyed in those words still holds good. The Presidency 
Banks liave excellent reserves, it may readily be admitted. But 



1 See Appendix II to Cbamberlaio Comnustion'i Report* 
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those reserves could not, in the peculiar circumstances of India, be 
suddenly converted into cash, and it seems, therefore, undesirable 
that the account of one depositor, and that one, a Government ex- 
posed, as the Government of India is in a most unusual degree, to 
sudden caUs and emergencies, should occupy a position of such 
dangerous importance." ‘ 

In taking a review of his financial stewardship, Sir William 
Meyer observed in the Viceregal Council that one of the problems he 
had wished to tackle, had reference to the periodical money string- 
ency which is a cliaracteristio of the busy trade months of the year 
in India. As the policy of government of locking up funds in its 
treasunes had been subjected to strong adverse criticism, the Secre 
tary of State's assent was obtained to a modification thereof and it 
was decided to n^ke loans to the Presidency Banks in times of 
stringency. Sir William had to fiice a difficult situation of financial 
strain caused by the war and he found it beneficiai to deal liberally 
with the Presidency Banks by keeping with them larger balances 
leaving on deposit, till actually required, the proceeds of public loans 
and avoiding the lock-up of funds in the reserve treasurfes.^ 

The change of policy necessitated by the exigencies of the war 
particu any the need to keep larger balances wifh the Prende^c v 
Banks for facihtating public investment in the loans floated by gov 
ernment, is reflected in the foUowing table,’ which shows id 

centage share of the treasuries and tie Banks la the balances 

Percentage shares. 


Distriot tr«Muriea 
PrAatdenoy baoka— 
Head offioea 
Branehea 
Beserve treasurisi 
Total 


No. 0 x 1 
March 
31,1919 

Pre-War 

average 

1910-14 

War 

average 

1913-19 

M&roh 

31,1919 

272 

43 

37 

28 

3 

9 

29 

45 

42 

13 

16 

13 

3 

35 

18 

11 

320 * 

100 

100 

ICO 


* »■ 1 Indian 
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But this did not solve the problem of periodical monetary 
stringency and of the lock-up of funds in reserve treasuries, because 
in view of emergencies government felt it desirable to maintain its 
own reserve and could not rely upon the Presidency and other 
banks. On the creation of the Imperial Bank of India in 1 920, this 
position was radically altered. From the figures given above it 
will have been seen how the amount kept in the reserve treasuries 
was gradually reduced, and now the whole of the government 
balances are entrusted to the Imperial Bank with the exception of 
the treasury balances at places where there is no branch of the 
Imperial Bank. The average amount of balance at Government 
treasuries has recently been only Rs. 2^ crores while that at the 
Imperial Bank of India was Rs. 19-9 crores in 1926-27, Rs. 10'5 
crores in 1927-28 and Rs. 8-0 crores in 1928-29, The state of the 
money market is considerably influenced by Government borrowings, 
particularly in the shape of treasury bills sold to the public and 
ways and means advances taken from the Imperial Bank of India. 
These borrowings depend on the fluctuating condition of treasury 
balances and the demands of public expenditure and have to be 
judiciously effected so as not to act prejudicially on the money 
rates in the market. The largest amount of outstanding ways and 
imeans advances in 1928-29 was Rs. 11 crores in December which 
were fully repaid by the end of the year, while the highest outstand- 
ings of treasury bills were Rs. 17*9 crores in June, reduced to 
Rs. 3*9 crores in March. 

246. Savings Banks: — Taking the small savings of the 
public on deposit, subject to withdrawal on definite conditions, is 
a branch of the work of the ordinary bank. As interest has to be 
paid on the deposits and as sufficiently large balances must be 
kept to meet the demands of depositors, adjustment of cash to liabi- 
lities has to be made with particular care and caution. The banker 
places his eggs in different baskets and he has to handle these 
in appropriate ways while never lossing sight of the financial 
position of the bank as a whole. The small man wants security 
and a steady return for his mone)', above everything else and is 
content to receive a moderate rate of interest on his deposits 
provided he can draw upon them without difficulty. Deposits fixed 
for periods of one year or more give greater lattitude to banks and 
higher returns to depositors. Post Office Savings banks have always 
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provided people of the educated middle class with the convenience of 
a secure means of depositing their small savings, and they have been 
availed of by all those who did not care to speculate and run after higher 
rates of interest and dividend at the risk to the safety of their money. 
"In 1833 with the failure of the commercial houses of Calcutta, a 
Government Savings Bank was formed to afford to Europeans and 
Indians alike a means of investing their savings apart from the 
uncertain influences of commerce. Until 1882-83 the business of 
the Government Savings Bank was conducted by the Presidency 
Banks in Calcutta, Bombay and Madras and by Government 
treasuries elsewhere. The Post Office took over the management 
of them from that date and in the first year of the existence of a 
Savings Bank under the control of the Post Office, a great change 
was manifest and Government had actually to take measures to 
prevent a too rapid increase in deposits. In 1911, the deposits, 
inclusive of interest, amounted to 17 crores, of which 15^ crores 
belonged to Indiana.” * 


^ That the handing over to the Post Office of the savings banks 
business was a great facility appreciated by the public, was manifest- 
ed by the rapid increase in the deposits which took place after the 
transfer although government took steps to prevent the progress 
from being inconveniently brisk. In 1889-90, the maximum sum 
receivable was reduced from Rs. 3,000 to Rs. 2,000; and in 1 894-95, 
the rate of interest was reduced from 3 ^ per cent, to 3^ per cent, in 
correspondence with reduction in the rate on government securities. 
In 1893-94, the balance was Rs. 9 crores; in 1902-3, it was Rs. 1 1 
crores; and in 1913-14, inclusive of interest, the amount was Rs, 23 
crores. In April 1 914, the maximum was raised to Rs. 5,000, but on 
the outbreak of the War there were heavy withdrawals. There was 
a gradual recovery after the close of the war though government did 
not raise the rate of interest to attract depositors. 

deposits in the Post Office Savings Banks form the unfund- 
ed debt of the Government of India and are used by it for capital 
expenditure. Government is a big banker and it borrows and lends 


86 



^.78 


CREDIT AND RANKING 


money. Its general balances are the source from which depositors 
arc paid when they want to withdraw their money, and on the out- 
break of the War there were heavy withdrawals which were all met 
from the balances. In 1914, government offered certain additional 
facilities to depositors by raising the limit of the amount of their 
annual and total deposits as well as by helping their investment in 
government securities. These facilities drew large deposits from the 
public, their total amount reaching 23 crores of rupees in 1914. The 
public has been recently purcliasing large quantities of government 
securities through the Post Office and many of these arc held in the 
custody of the Accountant General, Post and Telegraphs, on behalf 
of depositors. The increasing popularity of the Post Office Cash 
Certificates whose holding increased from Rs. 5.1 crores in 1923 to 
Rs. 32.3 crores in 1 929, demonstrates the growing investing habit of 
the middle class public and the stimulus imparted to it by additional 
facilities as regards cncaslimcnt. 


The following are some important figures in connection with 
Post Office Sa\nngs Banks : — 


Year 

No. of 
Depositors 

Deposits (iucln- 
dive of interest) 

Withdrawals 

Uulauue oi 
Deposits (iuchi- 
slvc of interest) 

1000-01 

No. (1,000) 
816 

lU. (1,000) 
3,90,65 

Rs. (1,000) 
3,50,97 

i 

Rs. (1,000) 
10,04,33 

1005-06 

1,116 

6,50,00 

4,91,50 

19,99,20 

1911-12 

1,501 

8,78,70 

6,80,72 

18,89,85 

1013-14 

1,639 

11,60,37 

9,04,76 

23,16,75 

1914-15 

1,644 i 

9,60,62 

17,88,11 

14,80,29 

1915-16 

1,660 

8,16,32 

7,73,46 

15,32,12 

1018-19 

1,677 

13,45,15 

11,21,17 

18,82,44 

1920-21 

1,877 

18,84,85 

17,33,48 

22,86,21 

1023-24 

2,089 

21,39,20 

10,80,36 

1 24,78,83 

1025-20 

2,317 

19,78,64 

18,19,48 

27,23,14 

1920-27 

2,508 j 

21,17,01 

18,89,20 

29,50,80 

1928-20 

! 

! 



.34.74,00 
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The normal g^o^vth of the deposits in the Post Office Savings 
Banks was arrested by the set-back received by them on the out- 
break of the War. The check was, however, only temporary, and if 
the amount of the deposits did not soon return to the pre-war level, 
the cause is to be sought in the withdrawals by people for invest- 
ment in war loans and the more attractive rates of interest offered 
by other government securities. A difference of 3 per cent, in the 
two rates of interest, sufficiently explains the slow progress of the 
deposits. The failure of joint stock banks in 1 91 3, diverted the flow 
of money from them to the Postal Banks as Swadeshi banks had 
formerly attracted the savings of the people of the middle class to 
themselves by their more attractive rates of interest. These tendencies 
will be found clearly reflected in the figures given iu the table above. 

The Presidency and the joint stock banks have liad savings 
departments attached to them, and here there is an unlimited field 
which must be properly exploited. Small savings of the people 
must be collected to finance trade and iudustries and thus to pro- 
mote the economic development of the country. Co-operative 
societies are now tapping this source, as we shall show in the next 
Chapter j and the general policy which government has followed 
since the outbreak of the War in the matter of finance, will go a 
long way in teaching the people the habit of saving and lending. 
The Central Bank of India, for instance, lias been making special 
efforts to educate the middle class public to save and bank 
small amounts of money. A separate Post Office branch was 
tacked on to the public loans during war-time, and contribu- 
tions were received through the Post Office. The first attempt 
yielded about lialf a crore ; and the cash certificates offered along 
with the War Loans as also the opportunity given to contribute to 
other securities through the Post Office, were steps in the right 
direction,.* The number of accounts in the Postal savings banks and 

1 '* We have further opened up new borrowing sources aud I refer here 
specially to the postal section of the last three loans and to the cash certl- 
fioates. The former method of utilising the Post Office to get into tcuch with 

the small investor was introduced for tbo first time in 1915-16 wh«n it gave us 

£J million ; while in 1915-17 it yielded a lUtle less. But this year the postal sec- 
tion of the War Loan produced nearly £3 million, a larger sum than we raised 
by ordinary methods in any year between 1907-08 and 1913-14; while the cash 
certificates will have given us In ibis first year of their issue about £f>J million 
(gross), a result exoeeding those of any of our public loans before the present 

year.' — Speech of Sir William Meyer in introducing the Finanoial Statement for 
1918-19. 

I t 
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the amount of the balance of deposits are steadily creeping up, the 
pre-war position having been already reached and passed. Though 
the Imperial and ordinary banks are developing their savings bank 
business, the Post Office must make its own contribution to pro- 
gress along those lines. 

247. A State Bank : — The question of starting in India, a 
Central or a State Bank on the lines of the Bank of England, the 
Bank of France or the Reichsbank, had been under discussion for 
several years before the Presidency Banks were amalgamated into 
the Imperial Bank of India in January, 1921. In India, the note 
issue is still a monopoly of the State while in other countries it is a 
right conferred upon one central Bank, or upon a few banks on cer- 
tain conditions. The government, therefore, has to perform here 
many functions which ordinarily fall within the province of a Bank. 
The State has its treasuries, (and until recently it had its reser\’e 
treasuries also) supplies the currency required for the movement of 
crops at differenttimesand in different provinces, keeps its gold stand- 
jirdand currency reserv’es, meets Council bills and sells sterling drafts, 
borrows here and in England, and lends to approved borrowers in 
London and to municipal and local bodies and cultivators in India 
out of its surplus balances. The relation of all these banking opera- 
tions and the ordinary transactions of the money market, must be 
very intimate, and it is now sought to be maintained through the 
agency of the Imperial Bank. But it is felt that in the interests of 
the trade and of the general public, it would be much better if gov- 
ernment transferred all the above functions toacentral Reserve Bank, 
the latter, of course, carrying on its business, more or less, under State 
supervision and control. 

The idea of a central bank for India was mooted as early as in 

1836, and the first Indian Finance Member wrote a minute on the 

subject in 1859. A scheme for the amalgamation of the three 
Presidency Banks into such a Central Bank was formulated in the 
year 1 867, but nothing further was done and the question formed 
the subject of discussion again in 1 899 and 1900. Both the Secre- 
tary of State and the Government of India were favourably disposed 
towards the idea, but it was temporarily abandoned as it was thought 
that the time was not propitious ; and ‘ provincial and personal jeal- 
ousies’ were also a cause of the abandonment of the scheme. It was 
revived thirteen years later and came up for consideration before 
the Cliamberlain Commission. But the latter declined to express 
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any^^efinite views on it and to make any recommendations about it 
in the absence of sufficient material and an opportunity for adequate 
discussion. Mr. J. M. Keynes, one of its members, however, drew 
up an exhaustive Note dealing with the proposed Central Bank 
and attempted to show how such a Bank was not only desirable but 
also perfectly feasible. He gave an outline of the constitution and 
functions of an Indian State Bank and discussed arguments in favour 
of and against it. 


Expert opinion on the question was divided. Some did not 
think that the one bank, however large it might be, would be able to 
satisfy the needs of such a continent as India, and they favoured 
the continuation of the three Presidency Banks. They felt that what 
was wanted was only a suitable adjustment of the existing machinery 
to the growing requirements of the country. They apprehended a 
danger in this 'placing all the eggs in one basket,' and were not sure 
that the position of goverament would be improved with a central 
bank rather than without one. What was wanted, they urged, was 
not a rancentration of banking but more Indian banks conducted 
by Indians,’ There was some force in this view, but the idea of a 
Central Bank was worth giving effect to provided the interests of the 
public were properly safe-guarded and the economic development 
of the country was promoted thereby. In fact, the need of a large 
central State bank was being more keenly felt every day. With the 
expansion of the paper currency and of the foreign and internal 
trade of the country, the importance of effectively organizing India’s 
financial strength had become very great. The Gold Standard and 
Paper Currency Reserves had grown enormously and liad been in- 
vested in London. The time had, therefore, come when a large State 
Bank had to be started in India either by the amalgamation of the 
Presidency Banks or independently of them. The State Bank would 
in no way have retarded the development of the ordinary banks : on 
the contrary, the position of such banks would have become more 
secure with a central bank to support them. There was enough capital 
in India to finance such a bank ; and through its branches it was ex- 
pected to k^p Itself in touch with the trade of the different provinces. 

“any of 

which government e^erienced in this conneciion, 
under existing conditions, were expe cted to disappear. 

I 8« W.bb', 'Adrsno. Indl.- .„d Oh.ait.rUin Oomml.sl.n, ' 
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The Amalgamation of Presidency Banks:— Ateiost 
all the projects formulated for a State Bank in India had taken the 
amalgamation of the Presidency Banks as the basis of their cons- 
titution, and the scheme suggested by Prof. Keynes also was found- 
ed upon the same idea The extent of the transactions of the Pre- 
sidency Banks, the experience they liad accumulated and the 
business relations they had established, rendered it impossible to 
keep them out of a scheme for a central bank of India and to erect a 
large national banking institution over their heads. And in fact, 
it was the difficulty of their coming to an agreement among them- 
selves, with regard to amalgamation, that luad stood in the way of the 
creation of the central bank. The Bank of England and the Bank of 
France are ordinary joint stock concerns, standing in special relation 
to the governments of those countries, and the Presidency Banks, 
combined into a new central bank could occupy the same position 
with respect to the Government of India. 

One objection raised against the amalgamation of the Presidency 
Banks into a ‘Central Bank’ as distinguished from a ‘State Bank’, 
was that, being mainly under European control, the proposed ‘Bank, 
though benefiting by large amounts of public money placed at its 
disposal, was not calculated to ser\'e the interests of Indian 
merchants. The example of the Bank of Madras was cited to 
show how not a single Indian had been able to get on the board 
of directors of the Bank though its dealings with Indians had been 
large. Though latterly an Indian had been put upon the Board of 
the Madras Bank and the long-standing Indian complaint had been 
met, public opinion was naturally distrustful in matters where Indian 
interests were likely to be sicrificed and this distrust was not 
entirely without foundation. The Industrial Commission found it 
necessary to refer to the difficulty experienced by Indian industri- 
alists in securing accommodation from the Presidency Banks; and 
it was not a groundless fear that under the management of the 
central board and the provincial boards of the Central Bank, on 
which Indian interests would not be adequately represented, the latter 
were not likely to be properly looked after and promoted. Then 
again, the amalgamated Bank was to leave the field of foreign 
exchange business to the Exchange Banks though it could have 
taken up the remittmice business on beluilf of the ■ Secretary of 
State and secured full access to the London market. The powerful 
Exchange Banks have always resisted the encroachment of the 
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Presidency Banks on their preserve, and their monopoly was not 

going to be invaded. The note issue was, for the timfe being, not 

to be transferred to the central bank which was, however, to secure 

the reserve treasury and other balances of government. The 

scheme was, therefore, criticised as a half-hearted measure, not 

calculated to subserve public interests as a State Bank was expected 
to do. ^ 

The boards of directors of the three Presidency Banks submit- 
ted the scheme of amalgamation and the constitution of the Imperi- 
al Bank to their shareholders and obtained their sanction to the 
scheme early in 1 920 in view of the necessary legislation that was 
proposed to be undertaken at the March session of the Supreme 
Legislative Council. But the introduction of the measure had to be 
postponed on account of the demand of members for time for the 
^nsideration of the important issues raised bv it. The Presidency 

T," =‘>“«>>olders the urgency of amalgamation 

on the ^ound that post-war economic developments rendered it im- 
peratively necessary. The directors maintained that “failure to take 

meet the undoubted public 

Baurof P^^^dency Banks in an Imperial 

f n 1 *" <5°''ernnient being forced to establish 

fate Bank on purely olhcial lines .and to witdraw their cornier 

dairr of f Pre^Mency Banks." They also emphasised the' 

of notal!ue®afd -Excepting the management 

Standard Reserve and the coinage ofl-upLT the "Sntral 

rupees or in sterling. a 

material help to its constituents in the Prove of 

vestments in London as weH a^ L ^ ^ remittance and in- 

and other interests there. The Publi™Deht°” °b *''*'*^ eommercial 
the hands of the Bank and would t a remain i„ 

ing centralised at Calcutta as under ex^slTaX“.°' ''' 
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A central board, having under it local boards at the three Pre- 
sidency towns, would be the governing body of the Imperial Bank 
and would consist of a general manager or two general managers, 
the Controller of Currency and the President and Vice-President of 
each local board and the secretaries and treasurers of the local 
boards, the latter having no voting power. The functions of the 
Central Board would be to deal with matters of general policy and 
It would have general power of control over the local boards. It 

would also determine the distribution of funds and the fixation of 
the Bank Rate and would be responsible for the publication of the 

Bank’s weekly statements. The local boards would retain their 
existing constitution and would deal with the ordinary day-to-day 
business in their respective territories and new local boards might be 
formed at other centres in the near future. The Bank would under- 
take to start one hundred new branches in the course of five years 
from its establishment so as to develop Indian banking and to afford 
the public opportunites for investment. 

The outline of the proposed scheme of amalgamation was as 
follows. — 

" The total authorised capital with tbd reserra fund of the Imperial Bank 
of India will be Rs. 15, 00,00, OCO of which the authorised share capital will con- 
sist of 225,000, shares of Rs. 500 each representiog Rs. 11,26,00 000 and the 
reserre fund Rs. 3,75,00,000. At the preseot time the fully paid up shares of the 
three Presidency banks are as follows:— 

Rt. 

Bank of Bengal, 40,000 shares of Rs. 500 each ... 2,0000,000 

Bank of Bombay, 20,000 shares of Rs. 500 each 1,00,00,000 

Bank of Madras, 15,000 shares of Rs. 500 each ... 75,00,000 

Total ... 3,75,00,000 

It is proposed that paid up capital of the Imperial Bank shall be Rs. 
5,62.50,000 and that the reserre fund shall be increased to Rs. 3,75,00,000. 

To effect this Rs. 

The Bank of Bengal has to contribute share capital 3,00,00,000 

Reserre ... ... ... 2,00,00,000 

Total ... 5,00.00.000 

The Bank of Bombay has to contribute share capital ... 1,50,00,000 

Reserre ... ... „„ 1,00,00,000 

Total 2,50,00,000 

The Bank of Madras has to contribute share capital... 1,12,50,000 
Reserre ... ... ... 75,00,000 

Total ... 1,87,50,000 

9,37,50,000 


Grand Total ... 
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For this purpose 150,000 new shares of the nomioal valae of R8« 500 eaoh 
will be issued fay the Icuperiel Bauk of lodia on which the sum of Bs* 125 will be 
payable* Out of this total Issue, 80,000 shares will be allotted at par to the 
registered shareholders of the Bank of Bengal, 40,000 shares will be allotted at 
par to the registered shareholders of the Bank of Bombay and 30,000 shares to 
the registered shareholders of the Bank of Madras at the price of Rs, 225 per 
share* The result of this will be that eaoh shareholder in the Bank of Bengal will 
exchange his present holding of shares for an equiyalent number of folly paid 
shares in the Imperial Bank and, in addition, will receive two new shares at par 
of the Imperial Bank for every share so exchanged, on which latter new shares 
Rs, 125 will be immediately called up and payable ; shareholders of the Bank of 
Bombay will make a similar exchange and receive a like allotment and the 
shareholders in the Bank of Madras will also exchange on the same terms and 
receive a like proportion of shares of Bs* 125 called up at the price of Rs* 225 per 
share* All future calls on the partly paid shares of Imperial Bank will be pay- 
able at par/* 

2S0. The Bank Set ol 1920 : — The amalgamation scheme 
received statutory shape and legislative sanction by the Imperial 
Bank of India Act (XLVII of 1920), We extract the following sum* 
mary of the Act from the Report of the Currency Department for 
1920-21 : — “Under the new Act, the control of the Bank is entrusted 
to a Central Board of Governors with Local Boards at Calcutta, 
Bombay and Madras and such other places as the Central Board, 
with the previous sanction of the Governor General in Council, may 
determine. The Central Board of Government consists of 

(a) Managing Governors, not exceeding two in number, ap- 
pointed by the Governor General in Council on recommendation by 
the Central Board ; 

(b) the Presidents, Vice-Presidents and Secretaries of the 
Local Boards; 

(c) the Controller of the Currency, or other officer nominated 
by the Governor General in Council ; and 

(d) not more than four non-officials nominated by the Governor 
General in Council. 


Representatives of any Local Boards, which may be oonstitut- 
ed, may be added at the discretion of the Central Board. 

BoArr*® Currency and the Secretaries of the Local 

^ards me entitled to attend the meetings of the Central Board 

wUch winr‘®V '"‘h Government, however, 

® General in Council is 

wufi^ v‘““- Bank in respect of any matter 

which in his opimon vitally affects his Bnancial poUcy or the safety 
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of the Government balances, and if the Controller of the Currency 
or such other officer of Government as may be nominated by the 
Governor General in Council to be a Governor of the Central Board 
shall give notice in ^vriting to the Managing Governors that he 
considers that any action proposed to be taken by the bank will be 
detrimental to the Government as affecting the matters aforesaid, 
such action shall not be taken without the approval in writing of the 
Governor General in Council. Under the Imperial Bank of India 
Act, provision was made for the increase of the capital of the Bank. 
The capital of the three Presidency Banks consisted of 3| crores 
of rupees in shares of Rs. 500 each, fully subscribed. The additional 
capital authorised is 7i croies in shares of Rs. 500 each, of which 
Rs. 125 has been called up, making the present capital of the Bank 
Rs. 11^ crores, of which Rs. 5,62,50,000 will, on completion of the 
first call on the new shares, have been paid up. The reserve fund 
of the Bank is 3 crores 45 lakhs and on the 28th January, 1921, the 
first balance sheet showed the Government balance at Rs. 7, 96, 50, 000, 
other deposits at Rs, 76,4 3,40,000 and cash at Rs. 27,04,85,000 with 
a percentage of cash to liabilities of 31‘94. 

The Imperial Bank of India follows the Presidency Banks Act of 
1 876 in defining absolutely the class of business in which the Bank 
may engage, though the older limitations are modified in some minor 
points. It permits for the first time the constitution of a London 
office and the borrowing of money in England for the purpose of the 
Bank’s business upon the security of assets of the Bank but not the 
opening of cash credits, keeping cash accounts or receiving deposits 
in London except from former customers of the Presidency Banks. The 
Act provides for an agreement between the Bank and the Secretary 
of State, and this agreement which was signed on the 27th January, 
1921 and is fora period of ten years, determinable thereafter by 
either party with one year’s notice, provides, inter alia, for the follow- 
ing important matters : — 

(1) All the general banking business of the Government of 
India is to be carried out by the Imperial Bank. 

(2) The Bank will hold all the Treasury balances at Head 
quarters and its branches. This involves the abolition of the Reserve 

Treasury system. 

(3) Within five years the Bank undertakes to open 100 new 
branches, of which the Government may determine the location of one 
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ID four. It may be meDtioned here that the branches and agencies 
of the three Presidency Banks prior to the date of amalgamation 
numbered 69, including the Colombo branch of the Bank of Madras. 
The Bank of Bengal had no branches prior to the proposal to trans- 
fer Government business to the Bank in 1861-62, but no less than 
1 8 branches were established before 1 868. 

(4) The management of the public debt will continue to 
be conducted by the Bank for a special remuneration. 

(5) The Bank is entitled to transfer its funds through 
currency free of charge, and government will discontinue the issue 
of currency transfers or supply bills to the public between any two 
places in which a Local Head Office or a branch of the Imperial 
Bank is situated. The Bank in return undertakes to give the pubh'c 
every facility for the transfer of money between its Local Head 
Quarters and branches at rates not exceeding such rates as the 
Controller of the Currency may by special or general direction 
approve. 

The maximum rates approved by the Controller of the Curren- 
cy, which are uniform throughout India and Burma, for all tele- 
graphic transfers or drafts issued by the Bank are as follows : 

For amounts of Rs. 10,000 and over...l anna per cent 

For amounts of Rs, 1,000 and over but less than Rs. 10,000 
2 annas per cent. 

For amounts less than Rs. 1,000 the rates will be at the dis- 
cretion of the Bank. 


At the same time the opportunity was taken to bring the rates 
for government currency transfers and supply bUls into line with 
e rates approved for the Bank, the rates previously having ranged 
from ! to 2 annas between treasuries in the same prince and from 

officP nr°« r. " ^ a currency 

Office or ft tre&sury in another province# ^ 


In certdn respects, it will be observed, the Imperial Bank of 
India OMupies the same position in this country as the ]^nks of 

England and France do in those countries Rnf 

taut points of differeace which ought to be carefully uoteT tS 
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banks are bankers* banks enjoying the power of note issue as a 
monopoly, keeping the gold reserve of the country and performing 
certain well-defined and specialized functions. The Indian Bank 
had still to receive from the hands of government the operations 
connected with the note issue and its business of remitting funds 
between India and London. 

251. earrency and Bank Rate One of the chief func- 
tions which the Imperial Bank was expected to perform was the 
mobilization of the monetary and credit resources of the country so 
as to make them available to trade and industry at a moderate, and 
as far as possible, uniform cost. The problem was not unlike what 
the Federal Reserve Board and Banks of the U. S. A. were con- 
stituted to solve. At the first stage of its development into a full- 
fledged national central bank, the Imperial Bank of India was en- 
abled to use and employ more efficiently the balances of the govern- 
ment in this country. The questions relating to the elasticity of 
note issue and loans to banks from government’s balances and re- 
serves have been already discussed in preceding sections. The 
Babington Smith Committee approved the proposals formulated 
before it by Mr. Howard to the effect that, in order to provide for 
the temporary expansion of currency during the busy season, the 
note issue should be based, in part, upon commercial bills of ex- 
change. It was recommended that notes up to 5 crores of rupees 
should be issued in the form of loans to the Presidency Banks on 
the collateral security of bills endorsed by the Banks and having 
a maturity not exceeding 90 days. The interest charged to the 
Bank for such advances was not to be less than 8 per cent, per 
annum ; and the bills tendered as collateral were to be hona fide 
commercial bills against goods under export. The Committee did 
not look with equal favour upon internal bills “which may be creat- 
ed for purposes of finance or against goods held for speculative 
transactions”, but had no objection to them provided connection 
with definite transactions in commodities could be established. 

This recommendation was embodied in a suitable amendment 
of the Paper Currency Act, and government made rules regarding 
the procedure to be followed in giving effect to the provision. Two 
years' experience, however, showed tliat the object of the latter 
was not being attained and that loans at a lower rate of interest and 
in anticipation of monetary stringency, were necessary. The ;Cur- 
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rency Act was, therefore, amended again in 1923-24 and the limit of 
loans to be provided from currency, was raised from Rs. 5 to 1 2 
crores, while rules were made prescribing that ' no loan should be 
made until the bank rate rises to 6 per cent, and that the entire 
amount of loans outstanding at any time should bear interest at 
current bank rate subject to the following minimum rates 6 per 
cent, for the first four crores, 7 per cent, for the second four crores, 
and 8 per cent, for the last four crores. Further elasticity was im- 
parted to the arrangement by the removal of the limit of four crores 
for loans at 7 per cent, so that subject to a minimum of 6 per cent, 
for the first four crores, Rs. 8 crores could be made available at the 
rate of 7 per cent. The full amount of Rs. 12 crores was lent in 
1 923-24, and the utility of the above change was demonstrated. The 
use of the mechanism of currency chests located at treasuries and 
sub-treasuries for transferring funds in order to facilitate the financ- 
ing of trade has been described in the chapter on the Currency Sys- 
tem. With the increasing assumption of the work of the transfer of 
funds by the Imperial Bank, the cash balances at government trea- 
suries have been steadily reduced, and this result has been consi- 
derably assisted by the growing provision of currency chests at 
sub-treasuries. 


Surplus cash balances in the mofifussil treasuries can be tians- 
ferr^ to head quarters and commercial centres without the actual 
remittance of coin or notes and the utmost economy of pubh'c funds 

can be effected by means of the above arrangement. The transfer 

of a certain amount from the treasury balance at a treasury or sub- 
treasury to the currency chest there, renders it possible to make a 

corresponding transfer from currency to government balances with 
the Imperial Bank, and the lock-up of funds is avoided.* The total 
number of cunency chests at sub-treasuries went up to one thousand 

in 1925, and government balances amounting from three to four 

fores in 1923-24 were distributed over 1381 treasuries and sub- 

treasunes. The following table shows the distribution of govern- 
ment balances ® 


*k f *• Under the present arraDgomeots a telegram to head auarlAra inUm.H 

leoted at a 8ub.trea8ar7 to be brought into use at onoe. The ertention of * 
system of ourrenoy cheats has, therefore. ooDilderably inoreated the velooitv of 
the oiroolation of the ourrenoy, particularly at the iiniAa ® of 

crop. ar. being brought into tte of ^ ^ ‘h- .«.pl. 

meat, 19^1-93. import of the OorreoQy Depart* 
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Government Balances. 

(In Crores of Rs.) 

Balances at govt. 

Treasuries 


1921- 22 

1922- 23 

1923- 24 

1925- 26 

1926- 27 

1928-29 


June 

Oct. 

■ Jan. 

March 
^ Average 

f junc 
Oct. 

Jan. 

I March 
I Average 
June 
Oct. 

Jan. 

I March 
^ Average 
( March 
(June 
r Ap. 

\ Aug* 

1 Dec. 
[.March 

'' Ap. 

\ Aug. 

/ Dec. 


March 


5-5 

4-8 

4*8 

5*5 

5*0 

4*2 

3*5 

3*8 

5*4 

4*0 

3*3 

3*2 

3*2 

4*2 

3*4 

4-2 

2*6 

2-5 

2*2 

2*4 

3*1 

2*1 

2*1 

2*2 

3*5 



Balance at the Im- 
perial Bank of India 
22*1 
8*9 
11-0 
20-0 
13*9 
16-6 
13*1 
18*2 
20*5 
18*2 
12*5 
7*7 
16*9 
26*9 
16-6 
27*4 
22*2 

13*06 

35*45 

6*33 

24*62 

7*14 

16*92 

7*73 

5*00 


252. Imperial Bank Balances The expansion of the 
operations of the Imperial Bank has not produced the expected and 
the desired effect upon the monetary conditions in India to any 
appreciable extent, though it may be claimed that the close associa- 
tion of the Bank with government has helped to mitigate the 
seriousness of the seasonal financial stringency. The chief elements 
in the monetary position at any given time are (1) the agricultural 
conditions in India, (2) the demand for Indian staples abroad, 
(3) the state of government finances, (4) government’s exchange 
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and currency policy, (5) the general tone of the industries and trade 
of the country, and (6) the public mood — confidence or distrust as 
to the possibilities of the near future as a result of political, social 
and economic developments. In 1921 ->32, for instance, the main 
features of periodical monetary stringency, from December, 1921 to 
April, 1 922, when the Imperial Bank’s hundi discount rate was 8 to 
8^ per cent., were “ the suddenness of the demand and the relative 
weakness of the government position in consequence of their 
revenue deficit and their statutory liability which involved deflation 
of the currency. 


In 1922-23, the bank hundi rate was 8^ per cent, in April, 

per cent, in May and 7 per cent, in June. It continued at 5 per cent, 
during the next five months and rose to 6 per cent, in December, 
8 per cent, in January, 1923 and was 9^ per cent, in February and 
March. As the demand for the finance of the spring crops in nor- 
thern India was of very short duration, the prolongation of the 
period of tight money in the earlier months, was accounted for « by 
want of confidence in the bazar due to the poUtical situation, to the 
Government of India's budget position, to the piece goods deadlock 
and to the vague anticipation of more serious financial trouble, ” an 
additional factor being the large purchases of Treasury Bills by 

the Banks in March, made in anticipaUon of easy money in April 

and the consequent squeeze in the middle of the month when money 
proved to be scarcer than had been expected. ” The financin? of the 

movement and export of crops like Jotton, jute, w“ "d rice 

drains the resources of the Imperial Bank and its cash balances are 

considerably reduced thereby. For instance, the absorption of 

currency m the cotton areas between November and Janumy often 

excels Rs. 20 crores and the removal of such a large amount of 
cash from the Bombay market forcpq .m fU.. amount of 

transfers of revenue collections. ^ ^ hrough Government 


Imperial Ba“ government and the 

of anything in the nature of a lerioui otisis In th« development 

inetlrttlon in oloBe touch with government It of a strong onntral 

^4® they actually -ere » “ 

of ounenoy, iMl-ja, aowaiiy were —Report of the OontroUar 
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There was serious monetary stringency in 1923-24, and the 
average bank rate was high throughout the year, the condition 
being extremely acute towards the close of the busy season. In 
1 926-27, the rate stood at 6 per cent, in April, was 4 per cent, from 
July to December and rose to 6 and 7 per cent, towards the close of 
riie year. The financial stringency of the year 1928-29 is reflected 
in the comparatively small balances for that yeat in the table below. 
The character of the agricultural season, trade demand, floating of 
public loans and Government's action in the matter of currency 
supply, e. g. its deflation policy together determine the bank 
rate. The precautionary and remedial measures that are taken in 
this connection have been described above ; and they do produce 
some ameliorating effect on the money situation. The cash balances 
of the Imperial Bank of India reflect the state of the money 
market ; and the following detailed figures for five years will bo 
found instructive : — 


Cash Balances of the Imperial Bank of India, 

(In Crores of Rupees) 


In last week of 

1921-22 

1922-23 

1 1923-24 

1926-27 

* 1928-29 

April 

28-16 

18-04 


25-31 

9-8 

May 

26-41 

19-40 


32-85 

11-8 

June 

30-45 

33-92 

28-40 

41-44 

13-4 

July 

35-73 

43-23 

36-28 , 

56-57 

227 

August 

33-06 

44-98 

39-57 

i 

59-05 

25-0 

September 

2971 

36-73 

1 


50-39 

23-4 

October 

29-24 

33-46 

36-34 1 

43-40 

18-3 

November 

24-68 

1 

27-03 

24-58 

37-39 

14-5 

December 

13-56 

15-48 


20-92 1 

11-2 

January 

16-91 

12-61 


17-00 : 

1 

1 

12-4 

February 

15-98 

14-50 


10*22 

12-0 

March 

20-48 

14-44 


18-80 

10-8 
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253. India’s Banking Position : — After the description wo 
have given so far of the condition of banking in India, it is not- 
necessary to repeat that the need of expansion in this connection is 
urgent. With respect to banking facilities and amounts handled 
by banks, there is no comparison between the position of India and 
that of western countries. That there is a growing tendency among 
the people towards banking their savings, investing them in shares 
of industriiil concerns and in government stock and depositing them 
with the indigenous bankers or with joint stock and other banks, 
can not be doubted. But the use of cheques is restricted to large 
commercial centres and is rare outside Presidency towns and 
the major cities. The total aggregate deposits of British banks 
exceed £ 2400 million, which is nearly fifteen times the deposits in 
India. The deposits of one bank out of the group of the "big five" 
in Great Britain are larger than those of all the Indian banks put 
together 1 As banking economises the use of metallic currency, 
stimulates and mobilises national credit, encourages thrift, facilitates • 
the transfer and exchange of wealth and assists trade and industry,, 
the economic development of India must be conditioned by its e.x- 
pansion. It is through sound and enterprising banking that the 
natural resources of the country may be effectively exploited. A 
steadily increasing number of Indians must, likewise, be trained to 
organize and manage the country’s credit operations and institu- 
tions and indigenous banking must be linked up to modern bank- 
ing. The Imperial Bank has had to employ a steadily increasing 
number of Indians with the opening of new branches and it is stated 

that a systematic effort is being made to train Indians to serve the 

Bank efficiently. But the policy of the Bank in this and other 
respects, e. g. granting accomnodation to shioffs and traders, 
has not inspired confidence in the minds of the people concerned. 
The present dependence of the country on foreign agency for 
Its banking arrangements must be steadily remedied, and the finance 

of Indian trade, internal and external, will have to be managed and 

controlled by Indians themselves.* 


England, the U. S. A. and Germany have evolved systems of 
banking peculiar to themselves a nd none of them can be slavishly 

woadof ,t Bank Aot 
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imitated in this country. Political, economic and social causes arc 
responsible for the difference. It will be a blunder of the first 
magnitude to ignore the importance of indigenous bankers who are 
to-day perfonuiiig useful ser\*ice to tiie community. But India can 
learn useful lessons by a comparison of her conditions and needs with 
foreign countries. The following extract from Mr. Dalai’s note of 
dissent appended to the Babington Smith Committee’s report will be 
read 'jv ith interest : — India has an area of 1 ,802,657 square miles, and 
it contains 2,253 towns with 89,748,228 inhabitants and 720,342 
villages with a population of 285,306,168. On 3lst December, 1917, 
the total number of banking offices in India was only 402 and many 
of them overlapped in the larger towns. In fact, on that date there 
were, iu the whole of India,ODly 1 65 towns which had banking offices. 
Canada, with a population of 8,460,000 has about 4,000 branches of 
banks. Further, there are 294,875,000 illiterate people in India, and 
out of the 18,539,778 literates there are only 1,670,387 literates in 
English,” The following tiible shows the progress of deposits in the 
principal banks in India : — 


Year 

Pr'-8idi*nt;y 

Bmkj 

(Imperial) 

Bauk 

EIzcbange 
13a' ke 

1 (Deposits in 
’ Iudi:i oiily) 

1 

1 

lodian 
■Toint Stock 
Banka 

I 

; Total 

1 


Ba. 


Rs. 

Rs. 


(1,000) 

(l.nOO) 

(1,000) 

(1,0U0) 

1881 


4.16.60 

114 86 

1.5,08,58 

189S 

1.1,92,12 

10.1.5,31 

.5,: 8,19 ; 

31.45,60 

I'JOC 

30. 2.93 

18.0R.71 

11..55.49 

60.17,15 

1910 

30, .'8,01 

24 79,17 

25,65.85 

87.03,03 

1913 1 

42.37,16 

31, 03, .54 

24 10,34 

97.51,44 

1914 

4.1.6-'., 60 

30,14.76 

18,37,12 

94,17,18 

1910 

4'.i,91,45 

08.03,88 ' 

25,72.28 

1,13.67.51 

ll'lS 

50,62.03 , 

61.26,33 I 

42,14,83 

1,63 03,19 

1920 

87.04,53 

7,4,80.71 ' 

73,48,10 

2.35,33,34 

1923 

82.76,45 1 

68.44,22 : 

47,69,32 

1 98,90,05 

1924 

84,21,48 

70,63,48 

55,17,05 

2,10,02,01 

1927 

79,27.45 

68.86,23 

64,29.60 

2 12,43.37 


Though he expresses the view that “there is a vast virgin field 
for the development and e.xpansion of banking aud for the collection 
into bank reserves of the innumerable stores of money lying idle 
throughout the country, which could be utilized for the benefit of 
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tfaft holders and for the good of the trade and of the State/* Mr. 
Dalai is careful enough to add that the e^aDsion of banking in 
India must necessarily be alow and that ''the Indian public can not 
be hurried and hustled in such matters/’ The illiteracy of the mass 
of the population, the predominance of agriculture and of rural lile, 
and the low standard of living and poverty of the people are factors 
which must be taken into due consideration in the discussion of 
questions relating to credit and banking. The importance of co- 
operative credit societies lies in exploring and bringing into touch 
with modern banking a region where lack of organized credit and of 
opportunities for economic improvement has prevailed for long 
generations. The number and the transactions of provincial and 
central co-operative banks and registered non-agricultural co-oper- 
ative credit societies, have been steadily increasing. In 1927-28, 
there were 1 6 co-operative banks, each having capital and reserve 
of 5 lakhs and over; and their aggregate deposits amounted to 
Rs. 8-8 crores. There were also 125 banks whose capital and reserve 
were in each case one lakh and below 5 lakhs of rupees and their 
aggregate deposits totalled about Ra. 13 crores. The total number 
of both these banks increased from 33 in 1918-19 to 141 in 1927-28 
their capital and reserve from Rs. 65-2 lakhs to Rs. 3*9 crores and 
die amount of their deposits from Rs. 2*9 crores to Rs. 21*9 crores. 
The working capital of all co-operative societies together has gone up 
di^g this period, from Rs. 1 3*3 crores to Rs. 86 crores. Even with 
this increase the societies have been able to meet only a fraction of 
the needs of cultivators as inquiries of Banking Committees have 
discovered. The deposits with indigenous bankers and their aggre- 

^to funds can not be estimated, but they must be larger than the 
deposits of all the banks put together, ' 

it mafb!' Indian bankiug system consieta, 
rt^may be stated m summing up, of the Imperial Bank at the top and 

““d the Indian 

^mt stock and cooperative banks aud the ahroCfs in the middle. The 

“ n®”®® to function, wUl be the 

^hS h^Lt oS “h “O'* ®“treney . 

The habit of depositing savings at a bank and using paper substitutes 





696 


CREDIT AND BANKING 


and instram^uta of credit for money can grow only slowly. The war 
gave a stimulus to this tendency which was evident already before it 
among the people of the educated middle class. The extraordinary 
conditions of the war period hid hkewlse a disturbing eiTect upon the 
public mind. The purchase of Post Office Cash Certificates which has 
now become very popular, created in that period in the public mind 
a distrust of such securities, which has taken a few years to dis- 
appear. A closer association of persons of all sections, communities 
and occupations with the system of banking is necessary to ensure a 
rapid and healthy growth. Mutual confidence, organization and the 
adoption of the more efficient modern methods of credit in all deal- 
ings, will be the conditions of progress, and there are indications 
that development is proceeding, though very slowly, along these 
lines. 

Btnks manufacture credit for their customers, and the two 
together imkc a small amount of cash go as far as it is possible to 
take it. The use of currency notes in internal circulation, for the 
financing of crops, is increasing, and they are taldng the place of 
rupees in the finance of jute, rice, wheat, cotton and oil seeds. 
They are largely fiduciary money and their success lies in public 
confidence in encashment. The rural population does not indeed 
find notes convenient to keep and to handle; the 2^ rupees note 
never found much favour with the public and the 1 rupee note was 
not a good substitute for the silver coin. Nevertheless, the last men- 
tioned note was a familiar feature of the bazars and was readily ac- 
cepted by the shopkeeper, the craftsman, the cabman and the labourer. 
The notes of the higher denominations such as those for Rs. 5 and 
Rs. 10, have a wide vogue, and even in small towns much difficulty 
is not experienced now-a-days in negotiating them. The hundi is, 
of course, a common instrument of credit among tradesmen every- 
where ; and dealings in internal trade are being effected on a largo 
scale through such bills. Overdrafts, cash credits and acceptances are 
naturally restricted to cities and the higher ranges of trade ; but 
credit is being slowly democratised through such agencies as the 
co-operative movement and some of the more enterprising joint 
stock banks. 

Cheques, which constitute fiduciary money that is not legal 
tender, do not yet form an appreciable proportion of the total 
circulation of the media of exchange in India. Their gro^H^ 
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depends upon the progress of modern banking and of deposits 

subject to withdrawal through their instrumentalit}’. It is only the 

commercial, professional and other wealthy classes, who have 

regular banking accounts that may be drawn upon for payments, 

that make use of cheques. The opening of new branches by the 

Imperial Bank and by the joint stock banks is calculated to 

stimulate the use of cheques and sa\’e the movement of money and 

increase the velocity of currency circulation. Co-operative banks are 

now actively contributing to this progress, though indigenous 

bankers, as a rule, have nothing to do with them. Some idea of the 

extent to which cheques are used by the people may be had from 

the statistics of the clearing houses. The clearing house system is 

intended to save the trouble, time and money required to liquidate 

the indebtedness of banks to one another, created through cheques 

drawn by their customers and paid to their account. The transfer of 

funds is facilitated between a person who wishes to make a payment 

and the one who has to receive it if both have accounts at the same 

bank and only debit and credit entries need be made in the banka* 

books or if one has a banking account and the other passes on the 

cheque by endorsement or cashes it. The balance of banka' 

indebtedness to one another can be struck each day if their represen- 

Utives meet together for the purpose, and the clearing house is the 

device used by them to that end. The dimensions of the clearings 

effected through the clearing houses in India will be seen from the 
following table : 

Clearing House Slalistics.' 


Year 


1914-16 

1916- 16 

1917- 18 

1919- 20 

1920- 21 

1921- 22 
1923-2^ 

1925- 26 

1926- 27 
1028-29 


Oalcntta Bombay Madras Karachi Rangoon Total. 


266-9 
362-3 
524-9 
1035-7 
430‘9 
905 0 
853 0 
1012*1 
961*0 
1094 0 


167*83 

177*1 

383-5 

883-0 

1315*9 

906-7 

707-9 

445*0 

422*6 

652*3 


18-8 

20*2 

23-0 

38*9 

73*7 

30*5 

35*4 

36*8 

54*5 

65*7 


11*6 

14*0 

22*1 

28*1 

33*4 

SC*7 

41*5 

36*1 

31*0 

28*0 


43*1 

30-5 

52*8 

94*7 

104*8 

122-0 

132*0 

125*8 

124*4 

125*0 


498*3 
603*8 
1006 4 
2090*6 
2969*9 
2024-0 
1803*0 
1688*6 
1609*6 
1981*11 


F,,.... ,o,o.wopo„ Uh„. 
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The increase exhibited by the above figures over the pre-war 

transactions, is accounted for partly by the large payments which 
were made in connection with government loans, Treasury BiUs, 
the sales of gold and the purchase of sterling drafts on London [ 

partly by the prevailing high range of prices and partly by general 

economic progress. It is difficult to trace to what extent' precisely 
cheques are being used in ordinary business transactions. The 
iaipression, however, is that their use is steadily on the increase. 
ra>Tiients are now-a-days made through them to contractors, to 
dealers of various classes and to the public funds. Cheques have 
now enteied into co-operative banking, that is, into rural areas, and 
exemption from stamp duty has generally encouraged their use, 

255. &€ntral Banking System .—One serious drawback 
of the Indian monetary and banking system which struck the Hilton 
Young Commission, was the fact that under it the control of cur- 
rency and of credit was in the hands of two distinct authorities viz. 
Government and the Imperial Bank. There was here a possibility 
of wde divergence of policy between the two authorities in the 
management of the currency and banking reserves and a consequent 
lack of unity in financial organization, so essential for monetary stabi- 
lity. The Commission thought that if the foundations of credit 
organization were to be truly laid in India, commercial banks, 
including e.xciiange and indigenous banks, must be enabled, when 
the necessity arises, “ to turn into cash a maximum of their assets 
with a minimum of disturbance to general conditions " and that this 
■.md could be achieved “ only through the establishment of a central 
banking system, with the facilities of rediscounting it affords." Of 
the great western nations, the U. S. A. was the last to adopt such a 
system, and before 1913, suffered from all the evils inherent in 
decentralized banking and reserves. The cliaracteristics of central 
banks arc tliat (1) they have the sole right of note issue and (2) the 
responsibility of maintaining the stability of the currency. (3) They 
are the custodians of the currency and banking reserves and of the 
cash balances of their governments. (4) The special nature of their 
work requires that they should be prevented from transacting the 
every day commercial banking business of the countrj’ and from 
competing with the ordinary commercial banks. (5) But they are 
«ipected in times of stress to intervene in the business of the coun- 
t!^’ by <*xtending credit facilities on a liberal seal'*. 
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The Hilton Young Commission was strongly of opinion tbsti 
" India, profiting by the experience of other nations, should perfect 
her currency and credit organization by setting up a central bank, 
with a charter framed on lines which experience has proved to be 
sound." But could not the already existing and successful Imperial 
Bank be entrusted with this new role? The Commission’s answer 
was a decisive negative. That Bank was performing its functions of 
a commercial bank efficiently and was making available to the com- 
munity the increased commercial banking facilities so urgently need- 
ed and was rendering valuable assistance in fostering among the 
people, as a whole, the habit of banking and investment." The 
hybrid character of the functions originally assigned to it, robbed it 
of much of its public usefulness, and it was necessary to relieve the 
Imperial Bank of the functions of a purely central banking character 
for being transferred to a new Reser\'e Bank. The Commission wM 
not satisfied with a mddle course which had been suggested and 
wbch had for its object "a gradual process of what may be termed- 
" decoramercialization" of the Imperial Bank. Under tliis proposAl 

the Baak would be a true central bank in centres where adequatt' 

can^ercal banking facilities exist and it would continue to perform 
ordinajy banking business elsewhere. There was no half-way 
house bctw^n the existing conditions and the establishment of ab 

ouLe7! J But the situation in India M-' 

StKhe? Commission, therefore, 

The RcsGTvfi RAffitr Ti. 

the payments of limited dividends and Z’ 

be paid over to the government ^e »/ 1 

sole right of note issue for a period of ^ ‘>>c 

five years from the date of the charter beZ*^*' 
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treasuries. The ootes of the Bank were to be full legal tender and 
were to be guaranteed by government. The Bank was to be bound 
by statute to buy and sell gold without limit at rates determined 
with reference to a fixed gold parity of the rupee but in quantities of 
not less than 400 fine ounces, no limitation being imposed as to the 
purpose for which the gold was required. The conditions governing 
the sale of gold by the Bank were to be so framed as to free it in 
normal clrcumsLances from the task of supplying gold for tion-mone- 
tary purposes. The leg.al tender quality of the sovereign and the 
half-sovereign were to be removed and government was to offer “on 
tap” savings certifiwtes redeemable in 3 or 5 years in legal tender 
money or gold at the option of the holder.' 

The paper currency was to cease to be convertible by law 
into silver coin ; but the Bank must maintain the free interchange- 
ability of the different forms of legal tender cunency and the 
government must supply coin to the Bank on demand. One rupee 
notes were to be reintroduced and were to be full legal tender ; and 
notes other than this note were to be legally convertible into legal 
tender money, i. e. into notes of smaller denominations or silver 
rupees at the option of the currency authority. The silver rupee 
was to retain its full legal tender character. The Currency and 
Gold Standard Reserves were to be amalgamated and the proportions 
and compositions of the combined Resen-e were to be fixed by 
statute. The “ proportional reserve" system was to be adopted, 
and gold and gold securities were to form not less than 40 per cent, 
of the Resen'e, subject to a possible temporary reduction, with the 
consent of government, on payment of a tax. The currency 
authority was to strive to work to a reserve ratio of 50 to 60 per cent. 
The gold holding was to be raised to 20 per cent, of the Reserve 
as soon as possible and to 25 per cent, within 10 years. The 
silver holding of the Reserve was to be very substantially reduced 
during this transition period. All the cash balances of government 
in India and abroad as well as the banking reserves of all banks 
operating in this country were to be centralized in the hands of the 
Reserve Bank. 

The Government of India, which had already accepted and given 
effect to some of the more important recommendations of the Hilton 


1 With refereoM to tb»ie reocmmendatioDi consult pass 557 above. 
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Young Commission, adopted its sclieme of a Reserve Bank and 
framed a bill embodying the main proposals. In the budget session 
of 1 927, a joint committee of the two houses of the Indian legislature 
was appointed to consider and report on the bill. The Committee 
was sharply divided on the vital question of the constitution of the 
Bank. The Commission had adopted, in this behalf, the principle 
of resolutions passed both by the International Financial Conference 
of Brussels (1 920) and that of Geneva (122), viz, that “Banks, and 
especially Banks of issue, should be free from political pressure, and 
should be conducted solely on lines of prudent finance.” It had, 
therefore, recommended that “the Central Board would thus be com- 
posed of 14 members, of whom nine would be elected by 
shareholders, a maximum of three would be nominated by the Gov- 
ernor General in Council, and a Managing Governor and Deputy 
Managing Governor would also be nominated by the Governor 
General in Council.” Government had based its provisions of the bill 
on this recommendation, but a majority of the committee decided 
to substitute a Bank with capital supplied by government in place 
of a Bank with private share capital. It was feared that a share- 
holders’ Bank would be controlled by vested interests and would 
therefore fail to secure the confidence of the Indian public, and it 
was further argued that “joint stock principles are not suitable in 

the case of a Central Bank, the management of which should be 
carried on with an eye more to the public interest than to the 
accumulation of profit for shareholders.” 


Thepnncipalpomts in dispute between government and themajo- 

rity of the Committee, representing Indian public opinion, related to 
the questions (1) should the Reserve Bank be a shareholders’ bank 
or a Government bank whose capital is supplied by the State and (2) 

how should the board of management be constituted? The second 

question involved the consideration of the demand that members of 
the central and provincial legislatures should be allowed to be direc- 
tors of the Bank and to elect members to the Board of management. 
These points were keenly debated and Government adhered to their 
onginal plan viz. keeping members of the legislature, and therefore 
^hti^ influence, out of the control of the, Bank. The Finance 
Member was prepar^, as a compromise, to accept the opposition’a 

^Iwreholders, if his constitution of 
the &ard was agreed to. Various alternative schemes were, . there. 

w 
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fore, discussed while the Reserve Bank bill was on the legislative 
anvil in September, 1927, and in the course of the negotiations, the 
Finance Member proposed that Government would supply the Bank’s 
capital by issuing stock worth 5 crores and that the public holding 
this stock would take the place of the shareholders. The discussion 
was, however, suddenly cut short, it was believed, by mandatory in- 
structions from London, and the Finance Member, thus placed in a 
false position, had almost put in his resignation. The consideration 
of the bill Wiis postponed, and the old grievance of the Indian public 
about undue interference in the aftairs of this country of the authori- 
ties at Whitehall, found a fresh and a striking illustration. Sir Basil 
Blacket, who liad defeated public opposition on the questions of the 
1 6d. ratio and gold curreucy, had thus, for the time being, to curb 
his ardour while the goal was actually in sight. 

257. Shroffs and Banks;— Since credit increases economic 
cuiciency by stimulating the mobility of wpital and by enabling 
the farmer, the manufacturer and the trader to obtain finance or 
purchasing power in anticipation of the completion and fructifica- 
tion of their productive activities, it is a matter of vital importance 
to a community that its savings should be collected and utilised to 
the best advantage through a suitable organization of banking, 
The system of Central Banking is calculated to conduce to the 
realization of this end by mobilising capital resources, by control- 
ling and regulating the reserves, the currency and the credit of a 
country, by steadying the rates of interest through the bank rate 
and by stabilising the exchanges. It is recognised, therefore, tb&t a 
central reserve bank will prove beneficial to India, as a decided 
improvement upon the existing disconnected and disunited system 
of currency and credit, provided, of course, it is properly co-ordi- 
nated with the indigenous system of banking and functions in a 
manner that is nationally beneficial and satisfactory to all the inter- 
ests concerned. Apart from the fact tliat the Imperial Bank of 
India has not fulfilled expectations in this behalf, it is seriously 
doubted whether a central reser\'e bank will be able to discharge 
its chief functions successfully in the absence of local conditions 
favourable to its operations. The central bank can control and 
regulate credit by rediscounting commercial paper presented to it 
by joint stock banks which accoiumod ite bill brokers. But in India, 
the branches of such banks and even of the Imperial Bank have 
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achieved little success in establishing a contact with the finance of 
internal trade and the indigenous banker. The link that connects 
the two is the “approved" endorsing shroff whose “hundies" are 
rediscounted upto limits fixed in each case. There are few “ trade 
bills” which banks can discount on the endorsement of shroffs who 
generally rely on their own funds and resort to joint stock banks 
only when their resources are exhausted. 


It will thus be seen that “the operations of the shroffs lie out- 
side the influence of the organized Banking system of the country 
a^nd are on the whole, very little affected by the credit policy of the 
Banks j and that “the Banks can not interfere to moderate the 
suddenness of the transition between excess and shortage, or vice 
versa Such I'ttle control as is exercised to-dav'by the Government 
and the Imperial Bank, is rendered possible by their regulation of 
silver and note currency required in the bazars but when pay- 
ment by cheques ertends, “what means are available to secure fL 
the Central authority an effective control over the credit opera- 
tions of the bazar?”! The common 'hundi' of the indigeLus 
banker IS very often a finance bill, not based upon the actual move 

feels that !t h above, 

T ! ? ® approved commercial bUls play an 

the remedy lies in u .. pwiicy . According to him, 

basis of the bazar “hundi"so^arto^re*”H'^'^^'^^'°" present 

stock banks for the investment ‘i to joint 

want is selHiquidati'g banks 

goods while such trade bills are met^ with i^ the°h 

ar crof 
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goods commanded a readier market and a better price, he would pro- 
bably be most anxious to conform to the requirements of the 
banker” and that '-if he were certain tliat the joint stock banks 
were always ready to lend on or discount true commercial bills by 
reason of the fact that the Reserve Bank of India was always pre- 
pared to discount them, there did not seem to be any reason to doubt 
that the shroff whose profit, like that of the bill broker in London, 
depended on turnover, would seek to acquire such bills wherever 
they could be found". 

Arrorg the Indian shroffs who borrow on hundies from the 
Imperiol Bank and other joint stock banks, the Multanis or Shikar- 
puris are the most prominent. Tliey both borrow and lend on 
Mudati hundies and receive from traders and sowkars hundies which 
are promises to pay after sixty or ninety days and which 
they fet discounted at the Imperial and other banks. Shikarpuri 
shroffs carry on their lending business in Madras and Burma and 
finance agriculture, trade and small industries on short term paper. 
The Miid'di hundi, or usance bill, is rarely used by other shroffs who 
generally employ the Dorshani hundi which is payable at sight 
and is very largely used for purposes of remittance. If it is 
Shahj'og, it must be paid to a Shah or a person of credit and sub- 
stance in the market and it thus resembles a crossed cheque though 
it is something more than it. Joint stock banks are ever willing to 
advance money to traders on the security of goods stored in go- 
dow’ns under their control. They also lend to shroffs on demand 
promissory notes signed by two shroffs on their approved list or by 
one such shroff and one merchant, the limits of the amount of 
finance being fixed according to the banks' estimates of their stand- 
ing. Advantage is taken of these facilities, which are confined to a 
few big business centres, only by a few shroffs and merchants. 
Indian bankers and dealers who ordinarily secure cheap credit in 
their own money market, treat th’s as a question of their honour and 
disapprove methods which are supposed to cast doubts on the 
soundness and the extent of their business and resent outsiders 
prying into their financial position. They, therefore, generally 
borrow from one another on current or fixed account and some of 
them go to banks as a last resort. Cotton, seeds and grain are 
partly bought in the ^^^ages or in a town market either by mer- 
chants and their agents direct or by dalals on behalf of merchants. 
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Payment is almost immediately made to the growers but the dealdr 
or agent draws a hmdi on' his constituent immedmtely the goods 
are put on the rails. Advances can be obtained on the security ot 
railway receipts which are not, however, negotiable, as bundles 
and Uade bills are. The hundi is either locally negotiated or cash 
is sent down to the interior. The bulk of the internal trade is 
financed in this way through the unique instrument of credit, the 
hundi, which is a cheque, a promissory note and a bill of exchange 
rolled into one ; and the problem now is how to link up this indi- 
genous system with modern joint stock and central reserve banking. 
Shroffs have began to complain that joint stock banks; through 
deposits at their branches and Government through Postal Cash 
Certificates, are draining away funds from the moffussil to head- 
quarters and crippling the resources of indigenous bankers. The 
favoured position of the Imperial Bank which competes with indigen- 
ous and joint stock banks, is equally adversely commented on. It is 
certain that branches of joint stock banks can not, for a long time 
to come, take the place of shroffs in the interior of the country 
where the latter are indispensable owing to their intimate contact 
with and sympathetic treatment of the people, big and small, con- 


cerned in trade and industry. The solution of the problem seems 
to lie in the direction of the banks coming into closer touch with the 
shroffs, using their credit machinery to the utmost, and consistently 
with the security of their funds, treating them in an accommodating 
spirit, and with greater sympathy and the shroffs, on their part, 
adjusting their methods to the needs of modern economic develop- 
ment and satisfying the requirements of banks and the public. 
Special facilities and respoMibilities go hand in hand. In the 
changing conditions of the day, indigenous bankers require and 
deserve the support of the State and the public, and must, in their 
turn, strive to inspire confidence in the minds of the people whose 
deposits they have to attract and whom they have adequately to 
acMmmodate. Lack of cheap and convenient finance is felt on all 
sides m India, and everything which will strengthen the position of 
shroffs IS calculated to assist the trade and the industries of the 

average outside agrl 

I i" British 

ally requited for this purpose of cultivation alone ; and an eoual 
amount has to be found for moving staple crops to the markets Ind 
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to the ultimate consumers. This will show the magnitude of the size 
of agricultural finance and the importance of cheapening and facili- 
tating It. There is besides indusUial and household finance. 
Imhgenous I'utikors and co-operative societies must be enabled to 
satisfy these requirements efficiently, and this must be made the 
chief aim of banking reform in India. There is enough dormant and 

potential financial capital in the countn' ; only it needs to be mobi- 
lised. 
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SUMMARY OF IMPORTANT POINTS 


It will belpfal to tho reader if we sum ap here our discassion of 
the important features of the existing organization of credit and banking 
iti India and throw into relief its dedciencies and needs of development and 
reform. The separate treatment of co-operative credit and banldog in the 
uext chapter will^ of coarse, complete the pictare. 

(1) The sapply of parebasing power or means of payment for short or 
long periods in anticipatioQ of reimbaraement is an economic necessify^ end 
advantage. (2) This supply will depend on the size of public savings, the 
machinery for their collection and disposal and the price it will command. 
(3) The purpose and the period for which purchasing power ie required 
and the seenrity for its return to the person 'who offers the accommodation, 
will determine the price that most be paid for loans, that is, the rate of 
iutorest. (4) Tho lower the price and the greater tho facility for obtaining 
•• credit”, that U purchasing power in anticipation of repayment at th^ 
time fixed, the more advantageous are tho cooditions in wWoh economic 
activities, production, trado and consuiuptiou, are carried on. (o) For tba 
‘>oasional operations of agriculture the landholder or cultivator, who has no 
savings of his own, and he is typical, receives Joans on personal security or 
thr security of the crops from the rural money lender or hania at furly 
favourable rates of interest, (6) But if loans arc needed for long periods 
either for improvements or for non-productive uses e. g. domestic purposes* 
0 . g. marriage ceremonies, security of lands and houses is demanded and tb« 
rates of interest may he higher. (7) What is true of agriculture, ia oqurilv 
true of handicrafts in wluch the artisan wants advances to buy rai" 
materials. (8) Both the cultivator and the artisan mix up productivo with 

non-productive credit and being ignorant, improvident and unbusinesslike 

pile up indebtedness, mortgage lands and booses and are ever in danger of 
losing their inde^ndent occupations. (9) To safeguard his own interest 
the sowkar, who is often also a trader, insists on acting as a middleman to 
hifl debtors, and the cultivator and the artisan have to sell the produce of 
^eir labour through him and be content with such prices as he offers (10) 
Law passed to protect the cultivator e. g. the Deccan Agrionltiirista' BsH J 
Act, have worsened the debtors' porition as, in self-defence the mone'’ leftabr 
either restnets credit or imposes bard condiUoas, takiug srih d^dn 
n.ortg.g«l Undo. (U) This state of tilings h^ 
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where co-operative credit societies have come to the rescue of borrowers. 
Govcrumoiit advaoces of Tahaci under the Acts of 1883 and 1884, have been 
too meagre to prove effective. 

(12) The town shroff, or the indigenous banker in the real sense of the 
term, is n man of standing and 3ub>taDco. Ue takes deposits, sells and 
discounts llaudie, makes remiltnuces and gives short term credit for the 
financing of trade in agriculUiral and other commodities. (13) Rural traders 
secure short-term accommodation and remittance facilities through the shroffs 
and almost the whole of the internal trade is financed in this way. (14) The 
« hicf insttumenU of credit, negotiable instruments, employed in the indigen- 
ous money market are the Huudi. which is either Darshani(^ sight or demand 
bill ) or Mudnti ( usance bill ) and promissory notes. Uundis are Shahjog 
Dhanijog or Dehhdnnrjog (payable to bearer). (15) Huudis, are bills? 
of exchange or merely accommodation bills, payable on demand or on a 
lixed date after a stated interval. (16) There are bill brokers who act as 
middlemen in collecting and supplying Hundls. (17) There is considerable 
room for the improvement of this internal money market by the staudardU* 
atiou of the practices of shroffs, creating u discount market for bundift 
in the moliassil and stimulating dealings In real trade bills. (18) Only to a 
very small extent, are traders' hundis rediscounted by the shroffs with joint 
stock banks. (19) The need of improvement is now being felt by the 
indigenous bankers themselves who feel the competition of the Imperial 
Bank of India, other joint banks, the government’s borrowings through the 
post office and co-operative banks. (20) To-day, it is only when in the height 
of the busy season there is financial stringency that shroffs go to tho Imperial 
Bank for purposes of rediscounting and only a few shroffs care 
uo^m&ll^ to borrow from the Imperial Bank on porsonal and 
otter socurity. (21) Only a few shroffs like the Multauie have 
regular dealings with tho Imperial Bank which rediscounts their hundis 
up" to fixed total limits granted to them. They are induced to do 
Bohy the higher rates at which they can lend monies borrowed from 
the Batik, at a rate two per cent, higher than the Bank Rato. (22) 
How to adjust the indigouous banking machinery to the modern typo of 
banking represented by the joint stock banks and the Imperial Bank of 
India is the great problem to be solved. (23) If trade bills, bank acceptances 
and similar other instruments and devices common to western banking, 
como into regular use. the problem may be solved. (24) Tho main idea is 
to coordinate the financial resources of the whole country, to bring them 
into a common reservoir, aa it were, and to distribute them evenly wherever 
they are wanted. (25) This will facilitate trade and industry and lower 
the price which the cultivator and tho artisan has to pay for his loans. 

(26) Indian joint stock banks are modelled on tho western pattern auu 
are largely made use of by advanced industrialists and traders for accommo- 
datJoD uiwl art . patr'^oi-txl by Ui'- cducat-ed and intelUgoDt middle class of 
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people. (27) Their depoeits, loans granted by them and cheques drami on 
them are growing slowly in importance. Bat this institution has not yet 
been placed on a firm and secare foundation. (28) Lack of experience, 
mismanagement and a restricted sphere of operations have retarded their 
progress, but the movement, though checked by prevailing depression, is 
steadily advancing, (29) Some of the Indian banka are being efficiently 
managed, and the number of new concerns, on a small scale, is slowly in- 
Some shroffs and sowkars of the old type are also taking to this 
Kfod of business, and this is a promising line of the development of Indian 
banking. (30) The bigger banks discount billa and hundis, lend on the 
secnrity of goods, government paper, gold and property and attract deposits, 
thus encouraging the saving habit among the people. (31) They complain 
of the privileged and monopolistic position occupied by the Imperial Bank of 
iLdia and the unfair competition they have to encounter from it. (32) The 
Imperial Bank occupies to-day a curious position, partly that of a 
central bank and partly that of an ordinary commercial bank. (33) The shroffs 
and the cooperative banka as well as the joint stock banka allege that 
that State-aided Bank has far from succeeded in doing the work expected 
of it and that its rivalry impedes the progress of banking in India. (34) 
The result has been that while indigenous banking has deteriorated, Indian 
joint stock banks have not been able to take its place and the Imperial Bank 
has not done the work of co-ordbation. (35) The Exchange Banks have 
the monopoly of the finance of foreign trade, and there is a feeling in the 
country tW this branch of banking which is carried on to a large extent 
with the help of Indian deposits, should be steadily brought under Indian 
ioflaence and into Indian hands. (36) The costly and non-Indian adminis- 
tration and onsympathetic management of the Imperial Bank are subjects 
of strong adverse comment; and Indian naUonalism insists on radical 
changes in both these respects. (37) The proposed central Reserve Bank of 
Indie will bring little improvement unless it is in a posiUon to function as 
a truly naUonal central bank, and to bring bto its ambit the joint stock 
banks, the present Imperial Bank, which will become, under the changed con- 
diUouB, a large and inflaential, but au ordinary joint stock bank, the indigen- 
ous bankers and co-operative banks. (38) aovornment’a borrowing policy 
will likewise have to be brought in a line with the new system. (39) It is 
AH important point to oonaider whether in a large country like India the 
American system of Federal Reserve Banka will not be more suitable rather 
than the other system of one centralized national bank. (40) It is also a 
snggMfcion worth considering whether some of the bigger shroffs, either 
ludividnaUy or jointly, may not be employed as the agents of the Imperial 
.or the central bank, under adequate safeguards, to do banking business 
in up comtry places where o joint stock bank is not likely to prove success 

and land mortgage banka is another Leotion that 
b«.ku.g h„ now to toko « the oonntry-o .griooltoo) intotTv t, 
90 
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to prosper and expand. (42) The question of industrial banka, email 
and large, can not be neglected and mast bo considered along with other 
aspects of Indian banking. (43) In assessing the size of banking in India* 
in comparing it with the banks of weatern coontries aiul their branebo?, 
the Dumber, the resources and the operations of iDdigen''us bankers are not 
often taken into account and the poverty of Indian mnss-s is forgotten. 

II 

(a) The Indian Central Cotton Committee carried out inquiries in eight 
different cotton growing areas in relation to the Cuance of the cotton crop 
and the following ie a aummary of general conclusiors based upon facts aiid 
6gures collected : — 

(1) On an average about 70 per cent, of the cultivators in each area 

required loans, 

(2) It is not difficult for cultivators ( except those in Sind ) to obtain 

adeqna'-e finance for cultivation and non-cultivation expenditure. 

(3) Borrowing was sobstantial, but not excessive, except in Sind and 

Madras where the “ index of borrowing ” (as explained in the re- 
port) '"IS 50 (or over) and 47 respectively. 

(4) Borrowing is confined mainly to the peirod at or just before the 

comnaeuoement of cultivation operations. 

(5) It would appear that a considerable percentage of the borrowings 

is for nou-cultivation purposes, but it is not possible to give 
even a rough figure. 

(0) The soiocar is the most important fiuancicr of tho cultivator, be- 
ing responsible for 67 p. c. of the total amount lent. The next 
source, the landlord or zamindar, 1-. nt only 
(7) The -o-operative credit movement has mode much headway in 
Berar and Khandesh; there is greet scope for development in 
Sind and in the Punjab; but in areas like Gujarat and Madras 
(Wistern and Northern tracts) where cultivators are able to ob- 
taiu loans as readily and cheaply from Sotvlcars and Landlords, 
thcr^ appears to bo less scope for tho establishment of societies. 
(K; The dalal or the agent of the big cotton merchaiit or firm does 
not take any direct part in financing tho culdvators. 

(It) 55 per cent, of the total loans Wtre obtained at 12 p. c- interest or 
less, which can not be called unsatisfactory. With regard to tho 
rates of interest charged, tho position is worst in Sind and best 

in middle Gujarat. 

(10) Lenders as a rule do not require any security for loans, o. g. by 
way of mortgage of land, crops or moveables. In Sind, how- 
ever, and to a small extent in Khandesh, borrowers were required 
to give a written undertaking to sell their Kapas to or throng 
their lenders. 
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(11) Except in Sind,coltivator3 are, in general, not hampered by their 
borrowings, either aa regards the persons to whom, oi as regards 
the time at which, they may sell their Kapat. 

(b) The following are briefly the conclneions regarding village sales of 
cotton : — 

(1) Cultivators, except in Berar ( where there are regulated markets ) 

sbnw a decided preference for sale in the village as opposed to 
the market. 

(2) Sale organisation in the village, is on the whole, satisfactory. 

Payments are usually prompt. 

(^) The usual method of disposal is to soil oabright. 

(4) Village or itinerant petty traders are the principal buyers, 

(5) The weight systems are vary confusing. 

(6) Weights used in villages are usually crude. 

(7) Contrary to popular opinion, rates in tho villages approximate 

very closely to those in the market, 

(8) Advance sales are very few. 

(9) Early sales are small compared with late sales (^xcopt in Sind and 

North Gujarat). Contrary to the common belief, cultivators can 
and do hold their crops for considerable periods. 

(10) Very few cultivators ginned their Kapas and sold lint. 

FINANCE & MABKETINO OF CULTIVATOR’S COTTON. 

(c) The following are the principal flndings of the luvestigatiou into the 
finance and marketing of the cultivator's cotton crop in the Piiujab : 

(1) 51.3 p.c. of the 1820 cultivators recorded borroweil money which 
was taken before or at the beginning of culti'-atiou operation. 

(2) The amouut borrowed per head of borrowers was B8.628/.. 

(3) As in the other investigations, credit to proprietors is more 
easily obtained and the amount of debt is much higher amongst 
them than amongst tenants, .being Bs. 818 per bead of propriteor 
debtors and Be. 412/- per head of tenant debtors. 

(4) 68 p. c. of the sums borrowed were taken from Sowcars, 8.8 p. o. 
were advanced by Oo-operative Societies, 16.9 p. c. by Zamin- 
dars, 3 p. o. by relatives and 3 p. c. by artis. 

(6) 67 p. c. of the loans were taken at 20 p. c. interest or loss, 27 p. c. 

at between 20 p. o. and 30 p, o. and 6 p. o. at over SOp. c. interest. 
(6) 72 p. c. of the crop was sold in the villages, the chief purchaser 
being the village bsnia who bought 85. 4 p. o. The rest was 
bought by gisownera through commission ageuts. 
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(7) Village sales are preferred to sales in the market becanse (1) the 
inconyeniesce of taking the produce to market) (ii) the lack of 
aconrate information about rates ; (Ui) the suspicion aroused 
owing to the secret settling of rates ; (iv) the artis act chiefly in 
the interests of the buyers; and (v) vandhas — disputes resulting 
in deductions are agreed to by the artis without the consent of the 

seller. - 

(8) There are no regulated and organized markets in ili«» I’unja 
Kapas is either sold in the ordinary markets or in the ginneries. 

(y) Sales are effected throughout artis who enter into a bargain with 
the buyers under cover. Contract sales are common in the Mul- 
tan District. 

(10) 26 p, c. of the carta brought to market on the days investigations 
were made belonged to growers and 74 p, c. were brought by 
village banias or traders. 

(11) In Ohak Jhumra market in the Lyallpur District 50 p. c. of the 
Kapas was brought by growers. Here the artis work in the 

sellers’ interests and no deductions are permitted after the rate 

has been fixed. 

(12) Vandhas or disputes are common in the other markets and 
deductions np to 12 annas a maund are often imposed. 

(13) Weighment is usually done on beam scales and with pucca wei- 
ghts so that no complaints were received regarding false weights. 

(14) Market charges fluctuate between annas./lS/. in Sonepat to Ke. 

3/8/- per cent, in LyaUpur where a ginning ‘pool’ worked suc- 
cessfully in the interests of the boyers. 




MACLAGAN COMMITTEE’S REPORT. 


A student of co-operatlou in ludiu will 6nd in the report of the Maclagaa 
Conrjuttec a souroe o! usefal iaforraatiou and goidaoce, and we commeud to 
the reader a careful perusal of that docooaont. From the report he will see 
what success the movemoat attained during the first decade of its existence, 
whit were the strong and the weak points of its organization and working 
and wiiat results it w.is thought capable of achieving. Ho will also derive 
from it a cloar understanding of the nature and the composition of the 
structure of Indian co-operation and will be enabled to take a comparative 
view of the present couJition of the movement in the light of the state of 
things depicted in the IMaclagan Oommittoe’s account and recommendatl^s, 
though these rofer to a state of things prevailing fifteen years ago. Wo 
can offer here only a rough and brief summary of that report 

Introductory 

The report starts with a description of, the depressed condition of the 
lower cUssei aud of the remedial measures attempted by the State to improve 
it, and it observes that this action having proved partial and Incomplete, 
Government turned to co- operation as the most useful method of dealing 
with tho problem before it. Tho moral aspect of co-operation is then 
omphasisod and it is stated that to true co-operaUou alone It is that “ Govern- 
ment must look for the amelioration of the misses, and not to a pseudo-co- 
operativo edifice, however imposing, which is built in ignorance of co-opera- 
tive prinoiplaa." The development of the co-operative movement is then 

traced from Us inception to the time of tho appointment of the Committee. 

The report proceeds thus ; — 

It was inevitable in the beginning that credit societies should be mainly 
attended to but that a demand for nonoredit forms of co-operation should* 
arise was in itself a healthy sign. But such societies should arise spontane- 
ously and satisfy a real need and a competent staff should be available to 
supervise them aud deal with the complicated economic problems involved. 
Several non- agricultural and noncredit societies have besn started for sale 
purchase and other purposes. Societies for the benefit of weavers are well 
come, but attempts to reorganize village industries on a more profitable 
basis should not be undertaken sporadically or fortuitously. Oertain types 
o{ societlM l,ke stor®, often ojhibit a tondenoy to ignore tho moral baaia ol 
co-operabon and care ahonld bo tnkan by tbo Eoglatrar that oo-oporativo. 
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prin ij.les are followed by such so:ietie3, and that they do not beeonn 
merely commercial and proGt-huuting bodies. 

Though the primiry object of the co-operative movement was to tackle 
(be agrarian problem through it, it is uecjssary that non-agricultaral 
societies also should grow up along with the agricultural. The wage-earning, 
artisin and middle classes must bo brought within the co-operative fold. 
Middle class urban bmks are not strictly co-operative, but in the absence of 
joint stock banking facilities they are likely to serve a uioful purpose. 
With regird to banks for the use of large landed proprietors, corresponding 
to Ijind Mortgage Credit Associations, the establishment of well-conceived 
and wjII idiniuUtered banks of this type “would be a measure of great value 
not 0 ily to the proprietors themselves but also to the Government.” 

Primary Societies 

In the case of Primary societies it is on (hree main requireraouts that 
their soundness is based, viz, (1) they must be co-operative; (2) they mu«t 
also be bnsiucssUke anl (3) th ‘y m i>t be thoroughly well supervised. The 
area rau=ifc be sulYiciontly restricted to enable members to exercise an effective 
mutual control, and their number should not be unduly largo. Before a 
society is registered, a scrutiny should bo made into the kind of men it will 
deni with and their assets, working capital aiid so on. Teaching of co-opera 
tivc principles in various ways must be arranged and proper men must be 
selected for the post of secretary and as members of (be managing committee. 
Some provision is necessary for ascertaining the previous debts of members 
and, wherever possible, they may be gradually paid off rather than that they 
should bo immediately cleared on admission. As regards the rate of the 
progress of the movement, there should be no attempt at forcing the pn^'o 
and “eX-’opt for special reasons, an increase in (he number of societies should 
radiate from existing centres of co-operation and should be based on a well- 
informed desire to imitate existing good examples.” 

The capital of primary 9o;ieties is composjd of four items, (1) shnns, 
(2) deposits, (3) loans nud (4) surplus assets or reserve fund. The value of 
shares should not be unduly large so as to create disabilities against poor 
members and a maximum limit should be 6xed to dividends. Value of 
shares may b.* deducted from loans granted to members and the principle of 
nolimi(ed liability or rather “contributory onlimited liability ” should bo 
adhered to in the case of agricaltunl credit societies. The amount of 
deposits locally obtained has been comparatively small ; and ‘‘nulcss as the 
movT-ment progresses, there is a substantial incroade in this class of deposits 

it will have to be Confessed that co-operation has failed in one of its main 
objects.” Compulsory deposits from members are not desirable; and the 
term of deposits should not ordioarily be less than one year. Only two ex- 
ceptions to this rule may be admitted : (1) short-term deposits are U3c*ul 
ior temporary accommodation to meet demands for loans, and (2) savings 



APPENDIX 


759 


deposits when small sums within strictly marked limits are taken and dealt 
with on lines similar to those of the Post Office Savings Banks. 

The total borrowing powers of a society aro fixed by the Central Bank 
and the Registrar, and the amount the society can lend is determined by 
this limit. But it is necessary for a society to fix the limit (1) up to which 
members as a body will pledge their liabiUty and (2) to which members 
should individually bo entitled to receive loans. Loans are given for the 
ordinary operations of agriculture and mu^h assistance cannot be expjcted 
from co operation for expensive improvements for which recourse must be 
had to Government. Periods for which loans should bo given must be 
carefully worked oat in view of the objects for which they have b.e i made 
Personal security ought to be the rule and sureties should be made to realise 
their responsibility. The mortgage of land should only be regarded as 
collateral security in addition to sureties. 

The competition of societies has brought down tho rates of outside 

aro below those of the 

oatside market, they cannot bo regarded a$ oicessiTo and there aro many 
dangers in sudden or large reductions beloiT ench rales >. It must be 
emphasised that - unless loans are repaid punctually, co-operation is both 
finaueially and educationally an illusion ; and no osortioiis aro wasted which 
mm at ensuring promptitude iu this respect.- Disputes as to arrears should 
be referred to tho Registrar and i£ he so directs, to arbitration. The Act 
provides for his arrangement. There is, however, a great difficulty iu 

rciT! °”l ^ -ot bo advisable to accord to 

summary procedure. An efiort shonld be made to 

o“wda hel T1 niake tho society nliimalely independent of 

ontade help. Tho snrplns assets or reserve fund may properly bo employed 
in the business of the soeiety so long as proper provision is Lde for the 

• L^rZd t“ of tho net proSts mist 

be carried to a reserve fund and ,10 per cent, of the remainder ly be used 
for any charitable pnriwse with the sanction of the Renstrar 

he comprehensive and thorough and should bo carrfed out uudofsuTe oZ 

themselves. The work of supervision shonld bo onrri 1 Tk"*" 

banks and other bodies maintained by the societies theZsIvi"”'’”'’ 

Central Banks 

Though tho operations of a ^central bank’ mn-,, i 

usually expected to finance primary socieUes wit Wn ■ “ U 

of the district. Between sucha banked the rtirarv u 

pcovinces, the .ink of - gnarantssing Zm‘: il 
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large. ‘-The unioa is register, d as a s wety with limited liability and mutnal 
goarantee is effected by a rnle that each gaaranteeing society shall be liable for 
default by a society in the repayment of a loan recoaimended by the union 
to the extent of the maximum amount of its borrowings from non-members in 
the twelve months preceding a call,” This kind of union is to be strongly 
recommended as it will be a great accession of strength to the movement. 


Central banks perform the double function of balancing (1) the funds 
of societies and (2) supplying capital. Tliere are now practically no Central 
banks which undertake ontsidc husiness and comparatively few which lend 
to individuals, but the time sterns to have come when stops should be taken 
to bring to a close in all cases the practice of granting any loans except to 
registered socii ties. A Central Bank should cover as large an area as is 
compatible with convenience and effic'eucy. Under existing conditions it is 
much better to adhere to the system of independent central banks thau to 
have branches of Provincial Banks. No loans should bo granted to societies 
which are not share-holders. All shares held by individuals should be fully 
paid up and the use of reserve liability is to be deprecated. 

Tho total liability atfAching to shares, wh<"ther held by individuals or 
societies, should bo limitcl to their face value. A maximum rate should be 
axed for dividends, but it should bo laid down on some logical principle. 


The deposits of these banks will not seriously compete with those of joint 
stock banks. Amounts held on current account should be covered by suffi- 
cient fluid resources. Savings accounts may also ba opeuod but certain pre- 
cautions must be observed. The area from which deposit? may come, need 
not bo restricted. The central banks may receive advances from Presidency 

Banks and joint stock banks in the form of cash credits. The system of 
debenture 8 is not to be much relied upon in this counectiou. Loans to indi- 
viduals arc to be deprecated and central banks should not undertake any 
ontside banking work. Credit of societies to which loans are to be made, 
should bo carefully assessed, particularly where there are no unions in exis- 
tence, and tho objects of the loans must bo similarly scrutinized. 

The period of loan= must be cor.ditioned by the period for which dopo 

sits are held, as the former, nnUkc the latter, is within ° 

Central Bank. Unfortunately She practice of many banks is ^ _ 

with this sound principle. Cash credits should bo given to socie 

arc IhoToaghly well managed and co-operative in character. ® _ 

required from societies for loans should ordinarily and 

notes and not tho share? held by them in central banks. 

hank must have a reserve fund under tho Act, but besides t o ^ 

proper, which lu tho ca=e of primiry societies, is built up out o . 

Bible net profit, there are tho ■ fluid resources ’ which must be ca dopo- 

banded ia order to enable societies and bank? to meat the deman ^ 
sitors. In the absence of fanlitio? for discounting co-operati 
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fluid resource should, in central bonks, be sufficient to meet half the deposits 
due for pajment within the next twelve months, a standard of one-third 
being held sufficient in the cose of Provincial Banks. 

PROVINCIAL Banks. 

In each of the major provinces there should bo one apex bank which 
will co-ordinate and control the working of central banks ; and they should 
bo prohibited from dealing with each other or with Presidency or joint 
stock banks except through its raedtam. The Provincial Bank should itself 
be obliged to confine its dealings with co-operative institutions to Central 
Banks and leave lo them the work of dealing with societies* The present 
organization throughout India is incompleto in this respect. Although io 
starting a ProvincLil Bank individual share-hol-.lcrs may have a pr epon- 
derating inflaecce, representing the business element, its constiiution 
should bo 80 framed os to give to affiliated co-oporative institutions an 
opportunityat no distant date of securing a majority of votes at the general 
meeting. 

The ma-jugement o? a Provincial Bank reciuires more expert knowledge 
and experience than that of a Central B.vok, and it is dcsirab’e that the man - 
agement should be mainly in t)»c bands of businosj men. All central batiks 
shoold be induced to become affiliated to the Provincial Bank, and tho latter 
should grant no loans to socieli- s capable of being offili ited to a Central 
Bank. Long-period deposits are mcessary to Provincial Banks which should 
graduaUy accumulate surplus assets and good liquid socurilics in ordsr that 
dependence on outside agencies may be dimiui.shod. Th' ir fluid resources 
should be sufficient in amount to cover one-third of tUs possible linbilltios of 
too Saok^ flailing d^e in tho course of the CDsning ycur 

The maiu hnsitiese of a Provmeial Bank should be to coordiuate and 
conlrol tho Bnances of Central Banks, utilising their surplaooo and onpplo- 
montmg their dofioionoios, and they ohonld not ombark in bnoinass ontsido 
ho eo-oporativo nrovomont oaoopt in oo far aa it may bo found noooasary to 
lend or deposit spare funds for short periods in outside iuatitutions. 


General 

It may bo gouorally stated that if provision is made to minimise undue 
official mfluenco the movemout should not bo deprived of tho moral and Bnan- 
cial support which Govoinmont servants give it. None of tho powers of the 
Hops rar should bo devolved upon tho Oolloctoro, In oortoin Provincos tho 
OoliKtor or oub-divisional officer is tho chairman of a Ooutral Bank This 
practice is found to bo benoacial and has its obvious advantages but those 

bflks lalr' commiltoos of central 

ba iksoa-a^a, or as aa luvariablo rule. Tao district offi.-or would otand as 

woU-wishor, oquippod with tho roauiaito kuowlodgo and sympathy, but 
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ueed Dot Docessarily Lave any intimate connection with the management or 
.issiiujo direct responsibility.” 

It is necessary to co-ordinate economic departments of Agriculture, In- 
dustry and Co-operation under a single officer of high standing in each 
Province, to be called the Development Commissioner. There should also 
bo an advisory agency at the head-quarters of Government to deal with the 
mail}' technical and complex problems which are arising in connection with 
co operation. The officer siiould bo iltached to the Government of India and 
ho should make ioquiiies and tender advice. Agricultural loaus made by 
Government under Act XU of 1884, and Act XIX of 1883 should be grant- 
ed to co-operative societies themselves. There exists no agency in India 
‘•which can ba relied ou to provide the facilities of rediscount for co-operative 
banks, and thereby give to their finance that elasticity without which present 
stability and the same progressive development of the co-operative movement 
appear to be difficult if not impossible.” Commercial banks will not volun- 
tarily undertake this work, and if some arrangement cannot be made with the 
Pre-idouoy Banks under which they will undertake theduty of rediscounting 
agricultural paper for Provincial - o-operativc banks, the only altoruxtivo 
e jlutiou appears to lie in the cstablishmeut of a State co-operative apex bank. 



CHAPTER XV 


RENT, LANDLORD AND TENANT. 


270. National Income We have so far considered ques- 
tions relating to the production and circulation of wealth, and must 
now proceed to discuss certain problems concerning the distribution 
of wealth. Satisfadlion of material wants is the motive of economic 
activity ; this latter results in the production of wealth ; and the grati- 
fication ofdesires can come onlythrough the acquisition and consump- 
tion of the cherished objects or services. Consumption is the object of 
all wealth-creation, and the wealth produced by a community, must 
be distributed among its members in order that it may be consumed. 
The wealth produced by the co-operation of the various participants 
who supply the essentials of production, constitutes a reservoir out 
of which those agents take out their shares.* Goods and services 
produced and rendered to satisfy the wants of the community by 
means of land, labour and capital, are the source from which these 
agents are remunerated. Each agent has a claim to a share in the 
common stock, and naturally an increase in the total product means 
and ought to mean augmentation of these shares. The remuneration 
which the landlord receives for his contribution to production, is 
called rent ; interest is the remuneration of the capitalist, and wages 
are the payment received by labourers. The entrepreneur or 
organizer who brings together the agents of production and carries 
on the enterpnze, is also rewarded with his share which is called 
profit. Specialisation in production has now proceeded to such a 
ength that different classes in the community have come to control 

different agents of production, though a combination of these last in 

'f Shares ia the national dividend 

obtoned by these classes, correspond or should correspond to the 

contributions made by them to the production of tvealth. And the 


I "The labour and capital of the country, acting on its . 
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remuneration of each contributor is determined by the social demand 
for his services. Except in the case of agriculturists, people seldom 
engage themselves in the production of commodities that directly 
satisfy their wants. Even all the food products needed by the farmer 
can not be produced by him, and he arnnot coi^sume all that he 
produces, e. g. surplus food grains, cotton, oil seeds &c. In this 
way, each produces what he can and throws it, as it were, into the 
social stock and takes out of it for his own needs, what he is 
allowed to abstract. Take the simple case of an Indian peasant. 
When he harv’ests his crop, so many people go to his threshing 
floor to ask for a share. The money-lender and the tax-gatherer 
are there ; there are the farm hands and the artisans who made 
and repaired agricultural implements' for him. All these have 
contributed to the making of his produce, and some Eave been paid 
for their services in advance of the han'cst. 


In a previous Chapter’ we remarked that the problem of pro- 
duction is the most important in India, that of distribution being 
comparatively subordinate. But this does not mean that the re- 
muneration received by the different participants in wealth-creation 
is satisfactory or that it has no bearing upon the economic condition 
of society. And if one of them takes more out of the common stock 
than is due to him, the others have to suffer and their loss not only 
causes injustice and hardship but is likely to affect adversch the 
aggregate production, and therefore, the interests of the community 
as a whole. Production and distribution will thus be found, at bot- 
tom, to be interdependent. Hence the need of equitable and 
economically desirable distribution of wealth. The older economists 
trusted too much to the beneficent operation of free competition but 
the domination of one class over another has led, especially under 
modern forms of organization of industry, to inequalities and to 
the rise of capitalism and socialism. So long .is agriculture was 
the principal means of wealth-production, the effort of every one 
was directed to the acquisition of land or control over its produce ; 
and distribution took place according to the degree of that power 
possessed by individuals. The state of things has been undergoing 
a visible change and other forms of wealth-production are a^ummg 
greater importance, with the result that the system of wealth-distri- 


1 Pages 74-79- 
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buLioii also is observeil to change. The tenant and the, labourer in 
It) Ha have not had their clue while the landlord and the capitalist 
hive become wealthy and powerful. Being unorganized, the for- 
mer have had to be left to shift for themselves and have now been 
protected by the State in several particulars. 

277 . Wealth-DistPibutioil : — Except when persons and 
families arc self-sufficient, producing wealth for their own consump- 
tion, a constant exchange of commodities and services must take 
phico among the members of a community. Distribution would 
present no difficulties if each person, without the co-operation of 
others, secured everything he required. Though it is true to a 
certain extent that the cultivator in India produces for consumption 
ratlier than for profit, nevertheless it will be found that even in the 
most primitive village, (e. g. Bhil communities in Khandesh and 
Doh;id) the peasant requires goods which he can not produce and 
lias to engage the services of labourers aud use the goods maiiu- 
factured by weavers, potters and blacksmiths ; and this need of 
c.vcbange is greater in proportion to the progress of society, with its 
ditferentiation and specialization of functions. People are thus 
perpetually creating wealth in various forms and rendering services 
winch go into a common stock, as it were, and they draw from it 
eir share determined by the value of their own contribution to the 
community s aggregate income. The supply of these commodities 
and services contnbuted by individuals is itself the demand for 

other commodities and services ; aud this process of the filling up 

and depletion of the common reservoir is constantly going on tlio^uoh 
■t may not always be obvious to everybody. “ 

tion e T contfibute to wealth-produc 

to work in orde/toleTurenecls'"™ 

latter are received in evcL r t' These 

production. The fact th^ the contribute to wealth- 

of money, does not ‘‘°™ 

of wealth. On what prin -inle ‘^'®l*'‘hution 

and how the share of each cont a ^ should take place 
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bution ' The law of demand and supply, that is competition, is the 
main regulator of the shares, though the justice of this allotting of 
shares has been challenged. Communists and socialists would give 
to each person according to his needs or deserts, but these are not 
easy to determine; and besides the difficulty of making an cquiUible 
distribution, there is the other consideration about the effect of the 
alternative methods of distribution, upon production, and therefore 
upon the national dividend, which will be available for distribu- 
tion. Tliis has an important bearing upon the condition of the 
community. 


The inequality, the injustice and the comparatively unsatis- 
factory conditions of life which are involved in the uneven distribu- 
tion of wealth, under the existing industrial system, have raised most 
difficult problems for which various solutions are being proposed; 
and they are responsible for most of the industrial unrest which 
prevails all over the world. It is now commonly agreed that without 
impairing the efficiency of production and weakening the stimulus 
to economic enterprise, each contributor to wealth-creation ought 
to he enabled to secure a decent amount of remuneratioTi and 
that monopolistic earnings and incomes obtained at the cost 
of other members of society, should be rendered impossible. 
Custom was long the regulator of distribution in India and 
inequalities were suffered because they were regarded as inevit- 
able. But with the growing prevalence of the modern economic 
conditions, competition is coming to play a mors important part 
and with it a reaction in favour of equality and fair allocation of re- 
ward for services. A fair and equitable remuneration of different 
kinds of work has been the social ideal in all countries for centuries. 
But what constitutes fairness and equity in distribution when difter- 
ent classes and grades of labour have to be dealt with, and ho\\ 

justice should be done to all, has been difficult to determine, and 
consequently landlords, capitalists and middlemen have been able to 
secure a comparatively larger share of the wealth produced by the 
community. As distribution of wealth is bound up with the or- 
(Trmiz iLion o.* its production, socialists propose to bring about equa- 
lity by imtionali/.Htion or the social ownership of the instruments 
of production, viz. land and capital. 


1 See Soligman : Principles-, and Cassel : Sozialokonomie. 
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278. Estimates of Income;— In our chapter on Production 
and Population/ an attempt has been made to estimate the total 
food production of India, and now we must form an estimate 
of the total income of the people. Accuracy in this matter is 
unattainable in view of the absence of the relevant statistics and 
only a rough guess is all that may be expected. Reference must, 
however, be made to the different estimates, some times widely 
varying from one another, which have been made, and a comparison 
of the per capita Indian income with the corresponding figures for 
foreign countries, will prove suggestive. The national incomes of 
the leading countries of the world were estimated by Dr. J. C. Stamp 
for the year 1 91 4 as follows (we have added an estimate for India);- 

Amount per 

Country Amounts head of population 



in Mil. 


(in £) 

United States 

7250 

• • • 

72 

United Kingdom 

2250 

! 

• • • 

50 

Germany 

2150 

• • • 

30 

France 

1500 

S • • 

38 

Austria-Hungary 

1100 

• • • 

21 

Italy 

800 


23 

India 

750 

• 1 » 

3 

Japan 

325 

• • • 

6 

Canada 

300 


40 

Australia 

258 


54 

Spain 

230 


n 


It will be seen that though India stands low enough from the 
point of view of the quantity of absolute total income, she sinks to the 
bottom when the average per capita income viz, ;£ 3 is considered. 
The method of calculating the national income will be apparent from 
the figures given on pages 290 to 295, and the nature of the net 
income or dividend is explained below. It must not be forgotten 
that estimates of money income are subject to important reserva- 
tions, and accuracy can never be claimed for them. The sense in 
which the terms national dividend and national income are to bo 
understood and the method by which estimates regarding them are 

1 Pages 2l»-299. 
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to be framed, are likewise matters of dispute among economists. 
National income may be found by adding up the incomes of people 
as they arc subjected to the income tax; or the earnings of the mem- 
bers of the various occupational classes of the public may be added 
together; or a census of production may be taken as the basis for 
computing the net income of the nation. Then again, difficulty is 
experienced in estimating the value of intangible forms of wealth, 
viz. seiA iccs, and these arc excluded as such from the calculation of 
production and arc not separately considered on the ground of their 
being covered hy incomes derived from the tangible wealth produced 
by a community. Tins is not, however, strictly coirect in as much 
as the remuneration of tlic sera ices of physicians, lawyers, teachers, 
clerks and other servants is not included in the value of gross pro- 
duction and must, therefore, be separately counted. Whether 
singers, pleaders and actors should receive large incomes, is 
another matter and is a question of consumption more than one 
of distribution. If the several incomes of different classes arc 
added together, the equation of national dividend would require 
that services should be shown on the side of production. It must 
be remarked here that in arriving at the national dividend or net 
national income, we must guard against counting items twice over.' 


From the aggregate national income of India arc deducted 
sums which arc not actually available for distribution among the 
people of the country, e. g. home charges, interest and profits on 
foreign capital invested in this country and net rcmitUinccs made on 
private account by foreign residents &c. or for the support of Indians 
abroad. But it should not be forgotten that some of these items 
represent services ( wliatcvcr one may say about them) wliich arc 
available for distribution amongthcpiopleandare consumed by them. 
The question of the “ drain ” of a part of India's annual production 
of wealth or the "tribute” which the country’s political and economic 
position imposes upon its people, whxh arises in this connection, 
has been discussed in u previous chapter and wc have indicated 
there the significance of the technical eqii valence between the scr\ice3 
rendered to India by foreigners and coming into this country in tlic 
form of “invisible” imports and the exports of merchandise that arc 
set off against them. Subject to the deductions mentioned abo’\e, 


1 Read “ Wealth and Taxable Caoacity of India " by Shah and Khambata. 
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the total national income of British India may be taken approximately 
at Rs. 2,100 crores or Rs. 84 per head of the population for 1921-22. 
Professors Wadia and Joshi' estimate the net per capita income for 
1 91 3-1 i at Rs. 44 and Prof. Shah and Mr. Khambata put the gross 
incomeat Rs. 74 for 1921-22. These figures, representing money 
income, must change with varying prices, and the above figures of 
Rs. 2,100 and Rs. 84 would now be reduced to less than Rs. 1,638 
and Rs. 63. 

In a preceding chapter* we have estimated the total yield and 
value of food crops for the year 1921-22. If we now add corres- 
ponding figures for non-food crops we shall obtain a rough, idea of 
the total agricultural production in British India for that year, except 
for certain items to be presently mentioned. The combined figures 
may be presented as below : — 


* Crop 

j Milbor Acres 

1 MiIUoq Tods 

4 

Value in 
Crores of Rs. 

Total Food Cropt 

St4 

78 

JOS 2 

Oil seeds 

14 

2 

• 0 

Cotton 

1 

11 

j 

41 n>i!!ioQ b>le8) 

1 80 

Jute 

^4 

^ (or 4 miilioD bates) 

1 

1 

Othe: Crops 

1 

i2 1 

1 

4 1 

1 

1 

fO 

Grand Total 

2GG 

(9 

1.2S8 


The extent of the acreage and the yield has widely varied in 

later years e. g. figures for jute and cotton, the production of wh’ch 
has, in some years, been 6 and 10 million bales respectively. In 
the above statement we have slightly lounded off the figures in 
cases where they were abnormally low in the year selected. But in 
:mcordance with the allowances made in framing our estimate of food 

crops, for the reason that only a few of the crops normally rise to 

the standard level of yield and that in one part or another of each 
Province there is annually insufficient or unscasonal rainfall, and 
irosts and locusts not unfrcquently damage the crops, it will be only 


1 “ The wealth of ladia. ” 

2 See pages 292-295. 
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fair to reduce the aggregate outturn by one-fourth to one-fifth so 
as to arrive at the true average agricultural income of the people. 
This leaves us with a total of Rs. 1,000 crores. To this must now 
be added the value of supplementary farm produce such as cattle, 
milk, fodder, straw, hides &c. which may be reasonably taken at one- 
third of the main .'.griculturnl outturn. Care must here be taken 
not to bring items to account twice. The cultivator can not, for 
instance, both sell his fodder and maintain his cattle with it and get 
value for milk and manure as well as for cattle food. It should be 
similarly noted that the gross market value of agricultural produce 
we are dealing with, includes the charges and therefore the income of 
middlemen like traders. The latter must not, therefore, be counted 
again. It will be a liberal estimate to add Rs. 400 crores on account 
of the additional items referred to above an .l to bring up the aggregate 
agricultural income to Rs. 1,400 crores for British India. Xo 
allowance has been made here for seed used up and for the deprecia- 
tion of equipment. 

The total non-agricultural income Is generally taken at one- 
luilf the value of agricultural outturn. This was the basis of Lord 
Curzon’s estimate and it appears to be quits generous. In a poor 
and agricultural country like India, the proportion between agricul- 
tural and noil-agricultural production can not be higher tliaii two- 
thirds and one-third. This estimate is borne out by a study of 
family budgets among the rural people and the working classes. Wc, 
therefore, add as the contribution of people engaged in industries, 
in professions and in service, Rs, 700 crores and get for the final total 

of national income the figure of Rs. 2,100 crores, with a per capita 

income of Rs. 84. As the general index number of prices lias gone 
down from 180 to 1 40 since 1921-22, we must reduce the above 
figure by over one-fifth to arrive at the final estimate of the present 
national income which, therefore, is Rs. 1638 crores; and distributed 
over a population of 26 crores in British India, it gives Rs. 63 as the 
income per head. It is not necessary here to compare and comment 
on the various estimates of income winch have been attempted b> in- 
vestigators with reference to particular villages and districts and for 
the whole country as well. It need only be stated generall) that 
if the estimates arc taken with the necessary allowances and 
resen-ations, they will be found to approximate those we have 
given here. 
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279. Land Rent: — We now proceed to consider the shares 
taken by the principal contributors to wealth-production from the 
total annual output. Incomes are now-a-days distinguislied as 
“ earned” and “ unearned '■ in accordance as they are due to actual 
work done by labourers, managers and organizers and are derived 
from the land or capital th^it may be placed at the disposal of 
producers of wealth. It has been alread)' pointed out that the 
participants in the creation of wealth receive remuneration in 
different forms and that rent, interest and profits are received 
for the supply of land, labour capital and organizing capacity 
respectively. The word ‘rent' is used in common parlance to 
connote the price for the use of a thing e.g. a house, a machine or a 
carriage. But more often it is associated in the popular mind with 
the price paid or obtained for the use of land. This income from 
land is independent of the returns received for the capital invested 
or the labour expended, and the theory which explains the emergence 
of land rent is famous in Political Economy. Pure economic rent 
is the income received by the owner of a property as a result of the 
advantage it enjoys in the matter of situation, productivity or other 
qualities over otlier properties and is not earned by either the 
capital or tlio labour of the owner.^ It is not an imaginary case but 
an actual fact that there are lands which yield no income, indepen- 
dent of the return to capital and labour. A person cultivates a 
piece of land and the outturn of crops may be just enough to pay 
the wages of hired labourers, the interest on capital borrowed and 
the prices of necessaries required to maintain the owner while at work 
on the land. This is the economists’ ‘ no rent land. ’ * As pure 
profit is to be distinguished from the reward for management, pure 
economic rent must be clearly marked off from wages of labour and 
interest of capital put into the soil. The actual rent received by 
the owner of land may be more or less than the economic rent 
according to the intensity of the demand of farmers or tenants. It 
IS the price demanded and paid for the use of the productive proper- 
ties of the soil. These remarks apply to land used as building sites 

or play grounds as much as to agricultural lands. Land which is 


the Tarying advantage 

fi/n A distribution of populL 
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untit tor cultivation aiid lying at a distance from human liabitations 
will yield no rent, but the rents of land that may be used for houses 
and factories fetch high rents. 

1 his traditional conception of rent is now held to be too narrow, 
and it is shown that rent in the sense of a differentia] gain, is not 
restricted to land income but may be present in profit and wages as 
well. It is demonstrated that there is absolute as well as differential 
land rent, and it is sUitcd that rent is the price paid for a service and 
varies according to scarcity in relation to demand. We have dis- 
cussed the theories of land rent exhaustively m the Appendix 
to this chapter to which attention is invited. The comparative 
utility of land determines its varied and varying values, as in 
tl\e case of other forms of wealth. Land is a gift of nature, 
but it has to be appropriated and made fit for producing crops 
or ser\’ing as building sites. Rent of land increases as demand 
for it rises and the advantage of fertility or situation tends to 
enliance it. This character of land rent, the limited supply of land, 
tlie national and economic importance of the food and raw materials 
land produces, the social elfects of the possession of land by a certain 
class in the community, all these factors have invested the question 
of rent with a peculiar interest. How land is held and owned, how 
it is hired out, how its produce is distributed and how the community 
is affected by land laws and land rent, are questions which have 
raised difficult problems in all countries. Schemes of land nation- 
alization and of a single tax on land, have been discussed and the 
hea\")* taxation of land and absorption by the State of ‘unearned 
increment’ liave been advocated. India is not free from controversies 
regarding questions of this nature. The alleged injustice of the 
pennanent settlement of land revenue with Bengal Jamindars, the 
admitted necessity of safeguarding the interest of the tenants 
against those of landlords and the dispute regarding the advisability 
of the periodical revision of land revenue settlements, are subjects of 
perennial discussion. It is, therefore, necessary to deal here with 
the question of the land tenures which prevail in India, particularly 
because agriculture is the predominant industry of this country 
and the walfare of the mass of the population depends on the system 
of land tenure and the share of the rayats and tenants in the 
produce of the lands they cultivate. For a similar reason we have 
also discussed the problem of the land tax in the following sections 
in association with rent. 
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280. Hiring out Land: — The proprietor of land may either 
lease it to farmers and tenants or may cultiTOte it himself. If the 
land belongs to the community e. g. waste lands, government is the 
proprietor and leases it to tenants, who pay rent to it. If private 
individuals are proprietors, they receive the rent from their tenauts. 
Where the first system prevails on a large scale and the bulk of the 
land in the country is supposed to belong to the State, there is 
complete nationalization of land which is the ideal of socialists, who 
regard landlords as parasites. The second system prevails pre-emin- 
ently in England where the land is owned mostly by private 
proprietors. Hence the agitation in tliat country against unearned 
increment and for the nationalization of land. The economic as 
well as the political trouble in Ireland was due chiefly to absentee 
landlords from England who owned big properties there. Thirdly, 
the proprietor may cultivate the land himself, and France is the 
classical example of tliis system which also prevails in America and 
to a large extent in India. It is a system which is highly praised by 
economists and is held up to the imitation of nations where tenants 
cultivate the lands of proprietors. 


As rent is not remuneration for labour or service and is not 
therefore 'earned', socialists want to transfer the monopoly gain of 

landlords to the community. It follows from the very nature of 

rent itself that even if the whole of it were confiscated, land would 

still continue to be cultivated and that is why unearned income is 
^ed at a higher rate than earned income. But it must be borne 
in mind that the abolition of private property in land and other 
instruments of wealth-production is apt to destroy the motive to 
work and to save. Under certain circumstances, farm tenure is 
economically beneficial and socially unobjectionable. If the land- 
lord takes interest in his laud, puts capital into it and improves it, 

the fact of Its being let out to a farmer can not be urged as a 
disadvantage of the system. Where substantial farmers take land 
on lewe and cultivate it intensively, the system is productive of 
benefit to all concerned. But such landlords are few, and generaUy 
land IS neglected and tenants are oppressed. In the hands of a 
peasant pronetor, on the other hand, owing to “the magic of private 
property, land is profitably cultivated and from the point of view 

desirable. Only 

the peasant must be m a position to carry on cultivation as a 

98 
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business proposition. Even where land is hired out, the Metayage 
system, — under which the rent is payable in kind instead of in 
money and consists in a proportion of the crop instead of being 
fixed for a terra of years, — is preferable. 

More has perhaps been written about the systems of land 
tenure in India than in any other country, and it is after a prolonged 
and elaborate investigation and discussion that the rights of various 
parties such as the State and the different grades of landlords and of 
tenants, have been determined with anything like precision. The 
institution of land-ownership has undergone numerous changes, in 
many places almost revolutionary, in the vicissitudes of the history 
of this ancient country. Waves of immigration, colonization, 
conquest and usurpation have left abiding traces on the systems of 
land tenure which consequently present a complex appearance ; 
and the early years of British rule, with its inexperience and lack of 
knowledge, combined with a determination to obtain securely, a 
considerable amount of revenue, only added to the prevailing 
confusion. Similar change of ownership is proceeding, though slowly 
and perliaps imperceptibly, before our eyes. For more than 
1 60 years, these questions have been debated, and though a good 
deal of definiteness has been attained during the past generation 
or two, even now the controversies are not at an end. Many 
held and hold to-day that the State in India is the universal landlord, 
and therefore the land revenue received by government is not a tax 
but is a rent which a proprietor may claim from liis tenants. They, 
therefore, feel that land nationalization, which is only a distant and 
perhaps an unattainable ideal in other countries, is an accomplished 
fact in India except in those places where the government has 
deliberately conferred the proprietorship of lands upon individuals. 
It is, therefore, usual to exclude land revenue from the calculation 
of the amount of the burden of taxation that falls upon the people, 
as it is supposed to constitute rent which tenants have to pay to the 
landlord, whether he is a private individual or the government. 

281. State^Landlordism:— State landlordism in India is not 
a mere theorj^ ; it underlies the land revenue poUcy of government 
in actual practice in a large part of the country. If the Stote is the 
landlord, it is entitled to take away the whole of the rent, leaving to 
the occupant the ordinary profits of agriculture which m practice may 
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amount to bare subsistence and little more. Land rent is not always 
pure economic rent, being sometimes less than it, and government 
in India, though it considers itself as the universal landlord, does not 
presume to take the whole of the rent but only a share of it. It is 
not officially denied that the portion of the income from the land 
claimed by the government formerly was excessive and that the State 
demand was steadily moderated.' Lord Cornwallis’s Permanent 
Settlement proceeded on the principle that the State w’as the 
proprietor of the soil. In that capacity it renounced its rights to a 
progressive share in the rental of the land. But it was the rent 
which was renounced; it was not revenue} Mr. Wilson told the 
Legislative Council in 1860 that ‘land revenue could only be regard- 
ed as rent,’ and Mr. James Mill spoke in 1 831 of rent of land in India 
having always been considered the property of government. Though 
few_ have the hardihood now to reiterate the theory of state land- 
lordism in all its nakedness in the face of its repudiation by authori- 
ties like the Court of Directors of the British East India Company, 
the Secretary of State for India and responsible officials and others 
who have studied the question closely, the land revenue policy of 
the State is actually animated by that exploded belief and veiled re- 
ferences are made to it from time to time.* 

The assertion is found repeatedly made that land has, in the 
East, belonged to the sovereign from time immemorial, and that the 
British government in this country only accepted the principle and 
followed the practice of the old rulers, having stepped into the shoes 
of the latter. The ‘survey tenure' of the Bombay Presidency is 
described as the right of occupancy of ‘government land' continuable 
in perpetuity on payment of government demand and transferable 
by inheritance, sale, gift or mortgage without other restrictions than 
the requirement to give notice to the authorities. John Briggs* lias 
examm^ the subject at great length and combated the assertion 
about the State being the universal landlord in the East. He observes:- 
“The preceding portion of the book has, I trust, proved that the 
occupant of the land was alone its sole proprietor ; that the demand 


1 See Governmenl of India's Resolution on Land Revenue Policy. 1908 

2 Sir Louis Mallet. 

3 See G. 7. Joshi's Writings and Speeches, page 573. 

4 The Land Tax lo India. 
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on him for contributing to the support of the State, was a sort of in- 
come tax, viz. a limited portion of the produce of his estate and that 
this portion was fixed in time of peace but liable to increase in time 
of war and that under all circumstances, it left a certain surplus 
profit to the owner, equivalent to a rent. Moreover, I hope I have 
established that the sovereign never claimed to be the proprietor of 
the soil, but of the land tax he collected through local agents and 
expended it in such a way as the Government thought fit.” 

In a despatch to the Secretary of State, dated 8 th June, 1880, 
Lord Lytton’s Government observed: — "We do not accept the 
accuracy of the description that the tenure (of land iu India) was that 
of cultivating tenants with the power to mortgage the land of the 
State and that land is the property of government held b)' the 
occupant as tenant in hereditiiry succession so long as he pays the 
Government demand. On the contrary, the sale and mortgage of 
land were recognized under the native governments before the estab- 
lishment of British power. ..It has been one of the great objects of 
all the successive Governm:nts of India since the days of Lord 
Cornwallis, if not to create property in land, at all events, to 
secure and fortify and develop it to the utmost. The Govern- 
ment undoubtedly is the owner of a first charge the amount of 
which is fixed by itself on the produce of all revenue-paying land 
in India; but over the greater part of the Indian Empire it is 
no more the owner of cultivated land than the owner of a rent 
charge in England is the owner of the land upon which it is charged. 
If the charge is fixed so high as to leave nothing for the cultivator, 
such a maintenance .as will keep him from deserting the land, 
it may of course be said either that property in land does not 
exist or that it is worthless.” The old rulers never claimed to 
be the proprietors of the lands of their subjects, and for the ex- 
penses of government took a certain defined share of the produce 
of the fields, estimated at from onc-tenth to one-sixth. The Maho- 
medan kings followed this practice and £ometimes may have raised 
the share to one-third. So long as the tax was taken in kind, the 
system was most elastic, and in fact, the actual collection was 
adjusted to the yield. Even when in later years the grain share was 
commuted into money payment, the same elasticity was maintained 
and government rarely worked up to the standard rates laid down» 
Government land was clearly distinguished from the property of 
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private individuals; and rules regarding the rent and the tax 
respectively taken from the two were definitely laid down and 
uniformly observed. 

282. alleged Hindu Theory : — Property in land in India, 
as elsewhere, vested in private individuals, is not, of course, com- 
plete and is subject to the superior right of the State. But many 
people who want to make out that the government in this country 
already owns all land and tliat land nationalization, which is the 
aim of socialists in other countries, is here, an accomplished and an 
accepted fact, rely for a decisive authority for their view, upon stray 
references to the subject in ancient Sanskrit works, on the practice 
which despotic chiefs and princes adopted in the troublous times 
which preceded the advent of British rule and on the land tenure 
system which prevails in Indian States. Mr. Vincent Smith, for 
example, has taken great pains, in his History of India, to prove that 
land has belonged to the ruler in this country from time immemorial.’ 
He quotes a remark of Abbe Duboi to the effect that in Malabar alone 
has proprietory right been preserved intact and that every where else 
the soil belongs to the ruler, the cultivator being merely his tenant. 
Baden Powell's criticism of this view may be read with benefit.* 

Mr. Smith also cites the testimony of a commentator of 
Chanakya's Arthashastra who declares that those who are well-vers- 
ed in the scriptures, admit that the king is the owner of both land 
and water, and that the people can exercise their right of ownership 
over all other things except these two. But he altogether ignores 
the fact that the whole chapter in which the remarks commented 
upon occur, is devoted by Chanakya to the description of the duties 
of the Superintendent of Crown lands, who, he says, * shall employ 
slaves, labourers and prisoners to sow the seeds on crown lands 
wluch have been often satisfactorily ploughed. ' It is but natural 
that rent should be taken by the king’s superintendent for the 
cultivation of crown lands from the tenants who are set to work 

them for want of an adequate supply of labourers working for 
a wage. ^ 

Mr. Vincent Smith proceeds to state that Kautilya appears to 

endorse the view of the commentator of his book alluded to above 


1 Th® Oxford History of India, page 90. 
8 Land Syatems of British India. 
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because of his instructions to the king that ‘ lands prepared for 
cultivation shall be given to tax payers ( Karada ) only for life 
(ekapurushikani)' and that ‘lands may be confiscated from those 
who do not cultivate them. ’ But again, Mr. Smith does not cire to 
consider the connection in which the above instructions are given 
by Chanakya. The chapter in which the author of the Arthashastra 
is represented as having supported the state proprietorship of land, 
is entitled ‘ formation of villages, ’ and at the very outset stotes 
how, ‘ either by inducing foreigners to immigrate or by causing the 
thickly populated centres of his own kingdom to send forth the 
excessive population the king may construct villages either on new 
sites or on old ruins. ' This is ob\iously a deliberate creation of 
royal villages in which the ruler may rightly claim to be the owner 
of lands and it does not prove the state ownership of all lands. It 
should, besides, be noted that Chanakya’s system of polity peculiarly 
borders on State socialism in certain important respects and that it 
is not supported cither by other authorities or by the common 
custom of the country in ancient times. 

As a result of his careful and extensive study of the land revenue 
question, Mr. Baden Powell hasdeduced the conclusion that the theory 
about the state-ownership of land in India, is untenable. Despotic 
kings, pretending to be divinely appointed to rule over the earth, 
could, of course, claim the proprietorship of any body’s land or even 
all land. But this was a despot’s fiat and not a legitimate claim. 
Similarly, relentless conquerors appropriated the land of the 
vanquished and made it their own. Mr. Hopkins' who holds the 
interesting view that ‘ the king owned the land, but did not draw 
rent from it,’ asserts that there was a gradual tendency in India, 
which can be traced in legal literature, to regird the land of the 
peasant as belonging to him entirely and to resist the king’s despotic 
claim to proprietorship. Brilnspati speaks of the king’s talcing 
away a man’s land as if it was a natural calamity which it was no 
use complaining about but which had to be meekly submitted to. 
But he goes on to state : — “ When land is taken from one man by 
the king actuated by anger or avarice on using fraudulent pretexts, 
and bestowed on a different person as a mark of his favour, such a 
gift is not considered as valid.” Why is not such a gift valid if all 


1 "India, Old and New,” page 225. 
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land belongs to the king ? The law-giver, however, proceeds to 
observe : — “ When ( however ) land is taken from a person enjoying 
it without a legitimate title of ownership, and is given to a worthier 
person, ( the latter ) must not be deprived of it. ” ‘ 


283. Right of Proprietorship:— The British officers who 
were confronted with the task of revenue management in Bengal in 
the last quarter of the 18 th century, were totally ignorant of the old 
system of land tenure and of taxation. They were confounded with 
the chaotic condition into which the province had been thrown and 
the conflicting claims which were put forward to proprietorship of 
land. Old records were searched and scrutinised and different sys- 
tems of assessment and collection were tried. But the confusion 
continued both as regards the amounts of revenue and the persons 
from whom they were to be realized; and at last Lord Cornwallis 
felt that there was only one way out of the difficulty, and it was to 
recognize the hereditary landlords, the descendants of old chiefs and 
collectors and farmers of revenue, viz. the Jamindars, as proprietors 

who were to be held responsible for the payment of the dues of 
government. 


Baden Powell has given an extremely interesting account of the 
different ways m which, in the course of history, rights of proprietor- 
ship developed in the different parts of India. The old rulers levied 

a tax on all lands except those which were deliberately exempted 

from It, ^z. lands possessed by court favourites or persons who were 

remunerated for their services to the state, or religious 
ins tiit ons. Jahagir and Inam lands were of this class. Lands 

rec iimpH ancestors liad cleared and 

reclaimed or appropriated them. But with the turns of the wheel of 

fortune, u, umes of foreign invasion and in civil wars, these propriL 
The rnquer?rra®r‘* °f te““nts. 

be clearly distinguished from“ '^PoStoVrright^ 


1 Bdhatpati. ZIX, 18,2m 
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the second by force or fraud ; and the transformation of a collector 
or fanner of revenue under agreement with government, into a 
landlord, was confirmed by lapse of time or official recognition. 

Old princes and chiefs who were brought under subjection, 
wore often, as a matter of policy, continued in possession of tiieir 
lands on condition that they collected and paid into the public 
treasury the tax levied upon the occupants of land, the subjects of 
the new sovereign government, deducting and reserving a certain 
share thereof for themselves. Territories on the frontiers of 
kingdoms and principalities were handed over for management to 
capable persons on similar terms. Farmers of revenues and revenue 
officers of government often made the land whose revenue they 
collected, their private property. Leaders of turbulent and restless 
tribes took advantage of the confusion of the times and also became 
private proprietors. To resettle or colonise parts of the country 
which hid been davastatod, enterprising persons were encouraged by 
governments to lead colonization movements and to establish peace- 
ful administration. Such persons came to acquire rights of 
overlordship. Several families of Jamidars and Talukdars thus 
came to liavc a share in the produce of the fields cultivated by 
inferior holders and tenants. They and village leaders were 
recognized by the British government who settled with them what 
they were to pay to the Suite out of the rents they received. 
Blocks of lands were leased to the highest bidders and the 
Jainindari right was sold to new contractors for arrears of revenue. 

2S1. Different Tenures The first two generations of 
British rule in India were spent in experiments in land revenue 
settlement. In Bengal the State dealt directly with landlords, and 
the tax levied on them was made permanent. This system was 
also adopted in north Madras. But in the North-Western Provinces, 
proprietors of large estates, Mahals or villages, jointly held by them 
in certain shares, were recognized and a lump assessment was levied 
on the rents received by them. In the Punjab land was generally 
held by peasant proprietors living in village communities, each 
village collectively paying the land tax, which was revised at each 

new settlement as in the North-Western Provinces. Government in 
Madras was inclined to recognize such village communities they 
found in existence there though the ties which bound the prop- 
rietors of land were not like those in Northern India, ties of bio 
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and common ancestry, supposed or real, but ties of a long residence 
in the locality and of common interest. But the village community 
there was not recognised and was broken up when the Rayatwari 
system was introduced in the Madras Presidency. 

In the Madras Administration report for 1855-56, rayatwari is 
thus explained : — “Under the rayatwari system every registered 
holder of land is recognized as its proprietor and pays direct to 
Government, He is at liberty to sublet his property or to transfer it 
by gift, sale or mortgage. He can not be ejected by Government so 
long as he pays the fixed assessment aad has the option annually of 
increasing or diminishing his holding or of entirely abandoning it. " 
1 he system in Bombay is also rayatwari and the so-callcd ‘'occupant" 
of “government land", is as much a proprietor of his land as his 

brother, the Jamindar of Bengal, the only difference being that in 

the case of the latter, the land tax is perpetually fixed whereas in the 
case of the former, it is liable to periodical enhancement. In Bengal, 

the jamindar had been the descendant of a territorial ruler, a rent 

collector or a farmer ofrevenue; in Bombay, the rayat was himself 

the proprietor. In Madras, the Government itself has stated "the 
distinguishing feature of rayatwari is the limitation in perpetuity of 
the demand of the State on the land. The rayats have thus all the 
advantages of the Zamindari tenure wliile the State lias a valuable 
e erve of waste laud, whence as cultivation extends, its reso roe 

Madras and BoLay, and' aSTerioS”re!)fsln1h \ TdT 
tenants. anaount of rent from its 

minis'StiV: Se“tnd syltet^ 'S"' 

for the moment, to the amount ^ * ur interest ig restricted, 

from the land and the classes of p^pirwho^r^ 

pertaining to land revenue Tto Q“aatiods 

relation to the policy of the gWernJe^Tiv and its 

the pnncipal subject of this chapter viz th 

holders of land in the nation^ Ld^d ^d“^® 

» a* orviaend, and have, therefore, been 
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referred to. Three points must here be noted: — (1) The person 
with whom tb: State has settled its land revenue is the proprietor of 
the land, be he a Jamindar, a village community or a brotherhood or 
a peasant cultivating his own land and in whatever manner the right 
of proprietorship may have been acquired. There may be inferior 
proprietors under them or proprietors having superior rights over 
them. The status and the rights of these have been now settled and 
their shares have been fixed. Cases of cultivators who liave taken 
government land, waste or othens'ise, on lease, on specific conditions, 
e. g. restricted tenure in Bombay, are, of course exceptional. (2) In 
Bengal and a part of Madras, the amount to be taken by government 
out of Landlords’ rents has been permanently fixed ; elsewhere 
the tax levied upon the Jamindar, the joint village, the brotherhood, 
tlie Maiguzar and the Talukdar, is subject to a periodical revision 
and is a certain proportion of the rental or net “ assets ” ; and in 
the Ciise where the State deals direct with the actual cultivator, that 
is, under the rayatwari system, the tax is supposed to be a share in 
the net produce of each field and to represent a portion of the rent 
of land which whould go to a middleman like the Jamindar if one 
stood between the rayat and the State. (3) In all these cases the 
rents collected by landlords including the State, are regulated as to 
amounts by definite laws and rules, so that there may be no 
arbitrarv enhancement. The rents of tenants who are not protect 
ed by special laws, may, however, be increased at the pleasure of 

the landlord. 


285. EfTects of the System The economic significance of 

these features of the principal systems of land tenure in India lies 
in their effect upon the condition of the agricultural industry and 

on the incomes of the cultivating classes. We must also discuss thiS 
question of the creation and the emergence of middlemen landlords 
in relation to another species of economic revolution that is 
proceeding apace viz. the steadily increasing number of rent-paying 

tenants even in Provinces in which the Jamindari system does not 

predominate, as a result of the pressure of population on ano 

the growing competition of people having no other ocgUjU > 

opportunities to earn a liveUhood on land. “ -even in the 

Punjab, wluch is a land of small peasant proprietors, m the quin- 
quetinial period ending 15th June 1927, out of 29-7 nulhon acres 

under cultivation, 16-5 million acres were held by tenants paying 
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cash"and grain Trents. ” ‘ In the United Provinces, three-fourths 
of the land is cultivated by tenants. In that Province cash rents are 
nearly the rule, but elsewhere e. g. in the Punjab and Smd, the 
batai system prevails, and under it, the tenant has to pay to the 
landlord usually one-half of the gross produce. As the tenant h^ 
to bear the cost of cultivation and the landlord has not, the lion s 
share of the agricultural produce goes to the owner of land, the tiller 
of the soil having to be content with a mere pittance, especially so 
on account of the smallness and uneconomic character of holdings. 
Certain enquiries made in the Punjab show that while the net 
income of the landlord averaged Rs. 30 per acre, under the above 
system, the tenant’s net income from each acre was only 19 rupees.* 
And 56 per cent, of the holdings in the Punjab measure less than 
5 acres, and this same state of things prevails almost generally in 
other Provinces, except Burma. Let us now turn to other features 

of the system. 

Where a Jamindar, a Talukdar or a Malguzar lias been recogniz* 
ed or created by government to stand between itself and the tiller 
of the land, the State takes a certain well-defined share of the rent 
received by that landlord from his tenants, say 40 to 50 percent. Such 
a large share could be justified on the ground of State proprietorship 
of land and the achievement of land nationalization ; but if it is a 
tax, it appears to be comparatively too heavy. In cases, as in 
Madras and in Bombay, where the State deals direct with the 
cultivators, it is supposed to step into the position of the landlord 
and to take a portion of the economic rent from them. If the 
government is not the landlord, its revenue is not rent, and this 
land tax of 50 or 60 per cent, and more, — at one time and in certain 
areas, it was avowedly as high as 70 per cent. — must have proved a 
crushing burden upon the agricultural industry and could not but 
have acted prejudicially on the condition of the people. Wliat is 
more, the burden is liable to increase at every settlement because 
the State as landlord claims a share in the increasing net produce of 
the land. As a tax, government revenue may have to bo enhanced 
according to its financial needs ; but in that case the action of the 
State must be subject to the restrictions imposed by the laws of 

1 Prof. Brij Karoio : Indian Economic Life, 

% SotM Aepecta of Batai CuUivation in the LyaUpur District of the Punjab, 
^Booid of Eoonomio Inquiry, Punjnb, 
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sound national finance. It is entirely due to the increased demand 
lor India s staples abroad and in factories in this country and the 
high prices which have ruled in the market, that the ratio borne bv 
the land rerenue to the gross agricultural produce, has considerably 
declined and the resultant benefit has accrued to the landlord and 

th. cultnator subject to the deduction tliat must be made for the 

higher cost of production, which is a very impoitant factor, often 
Ignored or insufficiently attended to. 


The history of the early stages of the development of the land 
policy of the British government shows how revolutionarv changes 
in proprietorship and landed rights were introduced for' securing 
administrative convenience and fiscal advantage and how Jamindars 
were created or recognized over the heads of peasant proprietors 
who had consequently to pay rents to overlords. The rents which 
would have remained in the hands of occupants of land were partly 
transferred to superior holders recognized by government. Many 
ofthecluanges in proprietorship referred to above resulted from 
the political disturbances of the times preceding the advent of 
British rule, but several of them were the direct outcome of tlie 
British revenue system. By means of tenancy and otlier laws 
government has indeed attempted to repair its past mistakes. The 
bad effects have, however, been felt by the rayats for generations, 
and the State was itself moved to soften the rigour of its system, 
'i he latter lact is alone a sufficient condemnation of the system of 
land revenue under which the State presumes to take rent from 
cultivators in its capacity of universal landlord. The system Il-is 
become out of date and must be radically altered. But so long as 
the principle of State land-lordisni is there, animating the fiscal 
policy of government, mere palliatives will be of no use. In the 
matter of other industries, if a tax tends to fall on capital and to 
hamper their development, the State is called upon to and does 
refrain from imposing it. The agricultural industry, however, — the 
premier industry of the country — one which is admittedly in a 
deplorable condition, is exposed to a heavy tax which may amount 
to the whole economic rent or even may eat into the rayats’ wages 
earned in that industry or by outside work. In his minute on 
Indian land revenue, Sir Louis Mallet remarked: — “On the one 
hand, we see a system which sweeps into the coffer of the State 
fifty per cent, or more of the net produce of the soil, thus diverting a 
fund which in countries where private property is absolute, wouldl 
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to a great extent, find its way back again into channels of agricultur- 
al improvement. But the amount of the produce thus diverted is 
not only large — it is also uncertain. '* • 


28&. Wrong Theory: — Dr. Gilbert Slater and Mr. Anderson 
may be referred to here as two of the most recent and of the most 
emphatic exponents of the theory of land revenue being a rent in 
India. The latter’s theory of land rent and its practical application 
to the system of land tenure and land revenue of Bombay,® have 
been criticised at length in the Appendix to this chapter and need no 
further discussion in this place. Suffice it to say that he upholds 
the Ricardian doctrine of rent in its extreme form, regards all laud 
rent as an unearned income yielded by each acre of land and justi- 
fies its absorption by the State irrespectively of all other considera- 
tions. Dr. Slater maintains that the State is a part owner 
if not the full proprietor of all land except in cases where 
it has itself parted with its rights. Thus according to him, 
when the State takes Rs. 10 out of the Rs. 50 which a pattadiir 
derives as economic rent, the State is really ‘taking none of the 
income that belongs to the Pattadar, but instead, is allowing him to 
appropriate, in addition to the Rs. 25 which is the utmost to which 
he had any equitable claim, further income of Rs. 1 5 which by right 
belongs to the people of the country in their collective capacity.’ 

We frankly recognize the legitimacy and the reasonableness of the 
State taxing the landlord or the cultivator like any other class of 

people for the benefit of the community ; and what should be the inci- 
dence of the tax is a question open to discussion. But the claim of the 
State to share in the produce of land in its capacity as the landlord, 
can not be admitted, because that claim would entitle government 
to take the whole amount or any portion of the economic rent which 
rightfully belongs to the cultivator of land. Nor doesthe considciation 
that government takes a steadily decreasing proportion of the gross 
produce as revenue, prove any thing beyond the fact that it used to 
tax the rayut heavily and now feels the justice and the necessity of 
relieving the burden of the cultivator. 


The old rulers did tax the land, but never set themselves up ns 
the proprietors. Their demand might often encroach upon economic 


1 

2 

3 


8eo DuH’i Open LoUera to Lord Curzon, pages 181-183. 

Facta and Fallacies about the Bombay Land Bevenua System. 
Some South Indian Villagoa, page 238. 
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rent and the system became oppressive when the collection of 
revenue was farmed out. Normally, however, they took a reasonable 
share of the produce and the tax was taken in kind. Even where as 
much as one-third was taken, it did no: press heavily on account of 
the large size of holdings, greater productivity of the soil and the 
elasticity of the system of collection.’ Metayage prevailed largely 
in India as it prevails in certain parts to-day, and was very advantag- 
eous to the cultivator. The government took as a tix a share of 
grain actually produced, and this tax varied according to the quantity 
of the yield. The commutition of the payment of corn into money 
payments and the rigidity of revenue collection, deprived the 
system of all elasticity and made the lot of the cultivator harder ; 
and thus was it that a sympathetic and careful student of that system * 
like James Caird, icltTjnclined to .'suggest the restoratiou'of the old 
Metayer system. Taking the system, as it was, Mr. Caird also 
recommended the conversion of the raj’at's tenure into a frce-hold, 
lie wrote: — “Whilst the Tnaj^Jtit3' of the Indian cultivators may in- 
deed find it necesstuy to adhere to the Native principle of continuous 
tenancy a Governmeut such as ours in India, should offer every 
facility for changing the tenure to freehold bacause it can be done 
without loss of revenue and when done and in the process of doing, 
that change would enlist the willing help of the most numerous and 
most industrious classes in improving the yield of the land and 
unite their interest with that of the rulers through whom their pos- 
sessions would be assured.’ 


287. Refovm Needed : — A flourishing and contented pea- 
santry is the backbone of a nation, and agriculture may be described, 
at least in India, as ‘a key industry’; and it is necessary for the State 
to pursue a policy which will promote the economic well-being of 
the cultivating classes. It is for this reason that peasant proprietor- 
sbip is favoured in all countries. That is also the reason why a 
moderate assessment of revenue, which will not be enhanced for a 
pretty long period, if not a permanent settlement of it, has been 
recommended to government.* If there is an outcry m England 


1 -A largeouhivatorroaybeable to bear tax burdens which would abso- 
lutely crush a anmll oultWator. The cultivator under Akbar ^ J 

of bis gross produce as revenue, and still lived to cultivate the land. Bn, 

Narain : Indian Economic Life. 

2 Datt 8 "Opeo Letters to Lord Curxon." 
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against landlords and their unearned increment, the conditions there 
are quite different from those in India, and the policy of the British 
government in ameliorating the condition of the Irish tenantry is an 
example in point. The number of big Jamindars is growing smaller 
in India every day and landed property is being more evenly distri- 
buted. A majority of rent receivers are persons of limited means; and 
with several, rent from land is only a subordinate means of income. 
Investment in land is widely preferred in India, and rent is a partial 
means of livelihood with many. John Briggs ’SiTites “We have 
but one alternative, and that is to acknowledge, in the first place, the 
fallacy of that doctrine which assumes a right to take the whole 
surplus profit from the landlord, and to recognize the opposite 
maxim that the more which is left in his hands the greater will be 
his means to contribute to the national wealth, and consequently to 
the public revenue.”* 

But if the State does not, in its capacity of landlord, take rent 
from the rayat, some one else will, as rent must be paid for land. 
No. If the cultivator is the real proprietor, the Mirasdar,® as in the 
Deccan under the old rulers, he has no rent to pay, though he may 
pay a small land tax. In fact, there may be no rent accruing to 
many landholders, but merely bare wages from the cultivation of 
land and therefore no rent is payable. The bulk of the agricultur- 
ist’s profits wll, in any case, remain to fructify in his pocket. Is not 
the cultivator, however, extravagant and is it not better tliat the sur- 
plus produce should betaken by the State to be usefully spenton social 
improvements? Weleave this argumentto refute itself. It will take us in- 
to the realm of the theory of taxation but, at any rate, it knocks the 
bottom out of the theory of State landlordism. If the cultivator is ex- 
travagant, the artisan, the craftsman, the labourer, the capitalist, the 
official, are all equally so, and if in a general and equitable system 


1 Tho Preiont Land Tax in India. 

2 “The Mirasdarwas the freeman of thevillaae, his land was heritable and 
transferable and be held at a fixed asses iment, though under tho Mahratta 
Qovernmoot be waa liable to demands an oooount of extra oessea. In former 

times the name of tho Mitasdar carried some degree of distlnotloa with It, and 

the position was regarded as an enviable one The most remarkable inoident 

of the tenure was that it was nominally at any rate not subject to forfeiture for 

dofaultof revenue payment or oven for the abandonment of his village by the 

Mirasdar unless he was absent for a longer period than thirty years/'-Seleotions 
from the Beoorda of tho Bombay Government, No. DXXIV— New Series. 
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of national taxation, the cultivator must pay a land tax at a certain 

rate lot him be made to pay it by all means. But then do not regard 

him as a tenant or an occupant of government land paving rent to 
the State. 


It is also urged that the value of land is steadily going up and 

that it is an indioUion that the burden of the land tax is not heavy, 
riiere is much subletting of land in the country', it is contended, 
and the under-tenants can afford to pay rent to the occupant of land 
and maintain themselves decently ; land revenue is likewise paid 
witliout any difficulty— all which goes to show that the rayatwari 
and other Indian systems of tenure do not press on the agricultural 
classes. Laiul and rental values have indeed risen in many parts of 
the country, and the assessment to be paid to government is found 
to bear a smaller ratio to the rents paid to landlords, being from 
to 1 . '. The information given in settlement reports and collected 
m the course of village inquiries, shows how matters are improving 
in this regard ; but the increased cost of production and the enliance- 
ment in revenue effected at each revision settlement rob tlie cul- 
tivator of the benefit resulting from high prices.^ The competition 
of people who have no other means of subsistence and who have 
ovcrcrowtlcd tlic agricultural industry, is probably more responsible 
for this phenomenon than any thing else in many parts of the 
country while the higher prices fetched by land produce are an 
iniportant factor elsewhere. The immobility of population, the 
social dignity which is associated with proprietorship of land and 
farming, tlic prevalent notion that land offers a superior security for 
investment, arc also causes which are present in varying degrees in 
different places. The Indian cultivator, again, is not to be compared 
with the English or American farmer, who, armed with capital, 
carries on liis industry on a large scale. The prevailing high 
prices during a few years certainly benefited several cultivators, and 
leaseholders have been paying higher rents to landlords. The 18d. 
ratio and the falling prices have now nullified the advantage. 


1 If the assessment is Bs. 2 per acre, the rent may be anythiog between 
Bs. 6 aod 10» and the gross value of the produce per acre vrill be Bs. 15 to 25. 
The Selling and letting values of land are cODOected with each other and 
with the value of the produce; but not necessarily so» other factors coming into 
operation, 

2 Bead the Broomfield Bepert on the Bardoli settlement for interesting 
information on this vrbole subject. 
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28& Protection of Tenants: — While, therefore, it is 
necessary that the theorj^ of State-landlordism should be given up, 
peasant proprietorship should be encouraged and the land tax 
should be moderated so as to leave more in the hands of the 
cultivator, it is equally necessary that the interest of tenants and 
subtenants who pay rent to private landlords, should be adequately 
safeguarded. The State has a duty to perform as much towards the 
tenants of the Jamindars and other landlords whose rental it shares as 
towards the peasant proprietors, the rayats, whom it directly taxes. 
When Lord Cornwallis settled with the Bengal Jamindars and made 
the tax they had to pay permanent, he expected not only tbit the 
payment of State revenue would become secure, but also that the 
landlords W'ould improve their estates and that the condition of the 
tenants under them would steadily become better.’ But these 
expectations were not fulfilled and the state of the Bengal tenantry 
continued to be deplorable for two generations. 


The land tax in Bengal was pitched sufficiently high, being 
nine-tenths of the rental, and as it was permanently fixed, was 
inelastic and was to be collected with the strictest punctuality, the 
tenants could not pay their dues to the landlords and the Jamindars 
could not meet their obligations to the State. The tenants had 
little protection afforded to them against the landlords’ exactions 
and were harshly treated. Security of State revenue required that 
the Jamindars should be enabled to collect their rents from the 
tenants with ease ; otherwise they would not be in a position to 
pay the land tax to government. Regulations passed in 1812 and 

1822 , gave little relief to the tenants; and an important duty of the 

State, which ought to have been discharged early in the last century 
and which practically formed a part of the general policy of the 
Permanent Settlement, was neglected. It was perhaps implied that 
the Jamindars were not to oppress their tenants and not to levy 
petty taxes on them in the shape of feudal dues. But in practice, 
little rehef was secured to the tenants. 


lorrlJ^T^' protection against land 

lords, and it is extended to them in the form of fixity of tenure an. 


1 tiop® that the proflts of th© Jamindar would in t!m j 

proportion { nine-tenths of the rental ) by a due attentln^ Z 
of their lands and the encouragement of their Rayats. '•-john sLr^^''®”’'" 
100 
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fair rents. The demand for land is great and there are no non- 
agricultural occupations to which the rural population can turn. 
Consequently people can be found to take land on lease at high 
rates of rent. While the Government of India dealt with the 
Jamindars and took as its share a certain portion of the rental, it 
left them to collect whatever rents they could from their tenants. 
For a long time the status and rights of different kinds of tenants 
in the various Provinces Imd remained in a condition of uncertainty. 
Inquiries were, however, made, and in the course of the latter part 
of the last century, the position of the tenants was clearly defined 
and their rights were secured. This is a piece of work done by the 
State, the importance of which it is impossible to overestimate though 
it was tantamount to making amends for past injustice. As we 
have already pointed out, landlords’ right had grown up in a variety 
of ways, and it was no easy task to determine the landlords’ relations 
to the different kinds of occupants of land or tenants. A wave of im 
migrants or conquerors came into a provinceand reduced the landlords 
there, the descendants of the first settlers, to the position of tenants. 
The latter had rights, however, which were superior to those of the 
other cultivators who came later. Thus there were in Bengal the 
Talukdars and Tenure Holders who occupied a specially favourable 
position which had to be recognized; and the Khod-khast rayats or 
those who cultivated the lands in villages where they had long 
resided, were, therefore, given leases without any limitation of 
period as against the Py’kost rayats or those who cultivated the 
land of villages where they did not permanently or long reside, and 
who held their lands upon a more indefinite tenure. Tenants at will 
stood on the lowest rung of the tenure ladder. 

289. Tenancy 3cts The transfer of the proprietorship of 
land by conquests, colonization, gift or usurpation, as it occurred time 
after time, constituted repeated social and agrarian revolutions in 
India. In a preuous chapter we gave an account of the economic 
revolution which has taken place in the country; the radical changes 
in the ownership of land which took place at frequent intervals, were 
no less disturbing, as they related to the replacement of one set of 
proprietors by another. The rent which should have remained with 
the holders of land liad, as a result, to be shared with the new pro- 
prietors. Similar phenomena in England at the time of the Norman 
Conquest and the Enclosure Acts may be profitably compared with 
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the Indian changes in land proprietorship. The Moslem, the Mahratta, 
the Sikh and the British conquests, not to refer to the earlier con- 
vulsions, created new problems of landlordship and tenancy by 
complicating the relations between proprietors and cultivators. It 
was in the year 1859 that the first modern Indian tenant law was 
made in Bengal, and in 1885 the Bengal Tenancy Act was 
passed, removing the defects of the earlier legislation and more 
elaborately securing the status and privileges of all classes of tenants. 
^The Act provides that every rayat who had held any land in a 
village for 1 2 years, acquires thereby a right. A small number of 
rayats hold at fixed rates of rent and the remainder are without 
right of occupancy. Even the latter, however, can not be ejected 
except in execution of the decree of a competent court, nor can their 
rents be enhanced at shorter intervals than five years. The Act 
was amended by Bengal Act I of 1 907, with the object of giving 
greater facilities to landlords for the collection of rent and at the 
same time of guarding against enhancement of rent by collusive 
compromises, and removing the ambiguities, anomalies and defects 

brought to light by twenty years* experience of the working of 
the Act." 


The Bengd Act of 1859 was extended to the North-Western 
Provinces, and it gave the right of occupancy to all tenants who had 
occupied their lands continuously for 12 years. The Agra Tenancy 
Act of 1901 provided that the change of a holding or dispossession 
for less than a year should not operate as a break in the period of 
twelve years. It also provided that a lease, unless it was for at least 
7 years, could not bar the accrual of occupancy rights, the object 
being to induce landlords to grant their tenants long-term leases 
even if they did not wish that the tenants should acquire any 
"^5 . * ^ non-occupancy tenants also have been secured, 

andiftheir rentsareenhanced, they are entitled to hold lands at 
those rente for at least five years. The recent tenancy legislation 

been said there and elsewhere, on the question of the laws relating 

L IrZ'rri the divergence of interest between 

the two partly, the gnevances of tenants regarding feudal dues 

imposed on them and the tendency of landlords to fight for their 
traditional and out-of-date privileges, 

I D,0.aaui Repor. oa .h, Mor.l uj, 
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The position of the tenant in the Central Provinces is much 
stronger than elsewhere. There the government determines, at 
each settlement, not only the amount payable to itself by the land- 
lord, but the rent he is to receive from his tenants. The right of the 
“absolute occupancy” tenant is heritable and transferable, subject 
to pre-emption on the part of the landlord, and includes fixity of 
rent for the term of the settlement. The occupancy tenants have 
their rents fixed at settlement, which are liable to enhancement by a 
revenue officer at intervals of not less than ten years. The position 
of ‘absolute occupancy’ tenants is special and their rights can not be 
acquired, but the rights of the other class can be obtained by the 
payment of a premium of years’ rental. By the Act of 1 898 the 
rents of non-occupancy tenants have been fixed at settlement and 
exhorbitant rents are liable to be reduced, the right of transfer being 
withdrawn as in the case of occupancy tenants. 

In the Punjab, half of the land is cultivated by peasant 
proprietors and some ten per cent, is held by tenants, who, on 
historical grounds, have been recognized as occupancy tenants with 
special rights and the remaining 40 per cent, is held by tenants-at- 
will. Occupancy tenants are protected by law from arbitrary 
ejectment and enhancement of rent. The other tenants may 
be ejected or have their rents enhanced ; but if they are ejected, 
they can claim compensation for improvements made by them. By 
the Alienation of Land Act of 1 900, the Punjab Government sought 

toremedytheevilofthepassingawayoflandsinto the hands of money- 
ed classes from the possession of the old agricultural tribes, by impos- 
ing restrictions on alienation. In the Jamindari areas of Madras, 
the rights of tenants have been secured by the Madras Estates 
Land Act of 1 909 which repealed and reenacted the old Madras 
Rent Recovery Act of 1865. The main principle of the Act is that 
ever>' cultivator admitted by the landholder to the cultivation of the 
estate lands has the status of an occupancy rayat who is^ protected 
against eviction so long as he continues to pay the prescribed rates 
of rent. Enhancement of rent is allowed only on certain clearly 
defined grounds and a non-occupancy tenant also may acquire 
occupancy rights under certain conditions. The tenancy law o t e 
provinces of northern and central India has become so complicated 
and is being amended so frequently that it is not possible to give an 
adequate and up-to-date description of it here. Nor is that necessary 
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in as much as we are concerned more with general principles than 
with details of tenure systems and tenancy Igislation. 

290. Bombay Tenures;— In the rayatwari tracts of Madras 
and in Bombay, the rayats are in reality, as we liave shown above, 
proprietors of their lands, subject to the regular payment of the land 
tax to government. There are other tenures in the Bombay Presi- 
dency besides the 'rayatwari' or 'survey tenure*, but they are confined 
to small areas and to a small section of the population. There is 
the Jahagir and the Inam tenure, under which government has 
alienated a part or whole of its claims to revenue. The right to 
collect and appropriate government revenue, constitutes the land- 
lordship of the grantee whose descendants claim it as rent from the 
cultivators though the latter are owners of their lands. Grants of 
full or partial exemption of land revenue were made by former rulers 
asarewardforservicesdoneorto be done and to religious institutions. 
The old government imposed upon the grantees a quit rent in lieu of 
a variable land tax; and 'Jahagirs' and 'Inams' were granted in return 
for services to be rendered by the holders to the State. These have 
been continued on certain conditions and services have been com- 
muted, in several cases, into money payments. The Talukdars of 
Gujarat are the descendants of old ruling families, and pay to the 
government, yama which is either permanently fixed or liable to 
enhancement. There are also the Giras, Vantaf Mekwasi, Narwddari 
and Bhagdari tenures in Gujarat, under which the landholders pay 
to government either a quit rent or the usual assessment. These 
tenures have much in common with those prevailing in northern 
India and are to be traced to the same causes. The lands are held 
as sh^es of ancestral property ; and rent is received and revenue is 
paid in proportion to the shares. The rents of some of the landlords 
e. g. giras were originally a blackmail, pure and simple. 

The Kkots of Ratnagiri and Kolaba districts, were settlers of 
villages and collectors of revenue, on whom proprietory rights came 
to be conferred. The class of cultivators called X^harekariSf who are 
the descendants of old settlers, are not their tenants, however, and 
only pay the survey assessment, thus occupying a privileged position. 
But other tenants have to pay to the Khots certain addiUonal 
amounts, and the landlords are responsible for the collection and 
payment of the assessment into the government treasury. In 
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Ratnagiri this tenure is governed by a special Khoti Act of 1880, 

which has not, however, been extended to Kolaba as it should have 
been. The question of protecting the tenants of peasant proprietors 
or survey occupants in the Presidency, has been under the considera- 
tion of Government, as it is felt that the rights of these tenants also 
require safeguarding. Where tenure is hereditary, representing an 
old but lost claim to ownership, occupation or cultivation of land, the 
relations between landlords and tenants are complicated and feudal 
in character. Tenants-at-will or year to year tenants can not claim 
any privilege except what is allowed by the contract of tenancy. 
The position of such tenants is precarious and needs strengthening. 

There is now a days a tendency among the tenants of private 
landlords to show a spirit of independence and to resist any extra 
demands of a feudal character made upon them by their landlords 
who never lose an opportunity to raise their rents. As elsewhere, 
there are good landlords and bad landlords in India, and the posi- 
tion of tenants will not improve, it is urged, unless their relations 
toward those whose lands they cultivate are strictly regulated by 
contract rather than by custom. The relations between the two 
parties have, therefore, become strained in several places and the 
tenants have declared strikes against landowners and refused to 
cultivate their fields. The inquiry into the condition of the tenants 
of indigo planters in Champaran in Bihar and the agrarian legislation 
it resulted in, revealed an astonishing state of things there. 
The tin-hhatia system under which the planters compelled the 
tenants to grow indigo in certain selected portions of land, the low 
price which was paid for the produce, the e.xactions which were 
levied upon the cultivators under the names of Sharabesi and tavan, 
have all been condemned and the tenants have been emancipated 
from their condition of serfdom by the new law which was 
strenuously opposed by the indigo planters, a majority of whom were 
wealthy Europeans. 

291. Redemption of Rent : — The provisions of the tenancy 
laws are calculated to make the cultivators feel a sense of security 
and freedom and to encourage them to pursue their calling with 
greater interest. These measures are, therefore, economically and 
socially most beneficial. In practice, however, they have complicat- 
ed social relations and stimulated litigation. The landlords complain 
that their rights have been invaded and that the laws press severely 
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upon vhem. The tenants, on the other hand, ask for [more freedom 
and protection. Here is an instance in which unfettered competi- 
tion and free contracts are not left to determine the shares of 
owners and cultivators of land to adjust themselves, and the State 
interposes its authority in settling them. The ideal system of 
tenure is that which makes for efficient fanning and creates a liappy 
peasantry. The tenancy laws must be so framed and worked tliat 
friction between landlord and tenant wiU be minimised and not 
intensified. In England agricultural income is assessed to the 
income tax and the land tax is allowed to be redeemed, producing 
barely three quarters of a million at the present day. Certain 
important concessions and deductions have been allowed since 1896 
with regard to the payment of the land tax. We should like to 
see this system introduced in India. Owners of land in the rayat- 

wari provinces are proprietors of small pieces of land and cultivate 
them themselves. But the landlords of the higher castes do not and 
can not work on the land, and hire it out to petty tenants. It is 
difficult in such cases to determine who requires protection, the 
landlord or the tenant or both. 


hkemse, an obligation upon the State to impose upon 
iMf the same restrictions in its relations with the rayats and landlords 
whom It ta.xes, as are imposed upon landlords by the Tenancy Acts 
It has, therefore, been suggested that the rayats should be allowed 
and assi^ed to redeem the obligation to pay an annual land tax. 

and to change the tenure to freehold property, -at least to lighten 

the burden of the land tax so long as this is not done. If land 
revenue IS not a rent, as we contend, there is no question of the 
redemption of a rent charge by the payment of a capitaUsed amount, 

are exemptions which 

systems of ta.xation. SimUarly with 

should 'eedlords, it has been suggested that the State 

hould enraurage and facihtate the redemption of rent and other 

chMges paid by the rayats to the Jamindars and revenue-free tem.r.. 
holders. This is therdirection which agrarian rlrlo^M ta^ 

if a prosperous, sturdy and contented peasantry is to bo created out 

POverty-sWen^mass of ™tore. 

^ shaU refer to this que stion again in the Chapter on Ta.xation.’ 
««Port 01 th. Tmtiw, i„..irv !>«“»■>» of th. 
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It is, however, doubted whether the ownership and cultivation of 
petty holdings in the hands of small men, is desirable, but the 
alternatives are landlordism and socialism. 

It is sufficient to remark here that land should be held in such 
a way that the tenure will promote social well-being. The ultimate 
justification of private property in such a socially, economically and 
politically important form of wealth and instrument of wealth-pro- 
duction as land, must rest upon national utility. Even those who 
favour the nationalization of land and other factors of production have 
to concede the necessity of maintaining the private property of small, 
autonomous producers. The growing tendencies towards demo- 
cracy in India will mean a weakening of the position of landlordism 
and capitalism. But it is not correct to say that land nationalization 
is already in existence in India and that this country is in advance in 
that respect of Great Britain, or that the interests of the country 
lie in regarding the land of cultivators as State property. The 
problem indeed is not easy. If land passes into the hands of non- 
cultivating classes, agriculture is likely to be neglected, but it will 
be equally neglected or will be inefficiently carried on if the cultiva- 
tors are men without capital and enterprise. Land will, however, 
pass to those who save from those who do not and can not save, 
whatever measures the State may take to prevent this transfer. Lord 
Cornwallis, it was believed, brought English ideas into this country, 
unsuited to its peculiar conditions. It was thought proper that 
English landlords should be supported so that they might supply 
senators, sages and heroes to the nation. In India, however, it was 
stated, "we do not want generals, statesmen and legislators— we want 
industrious husbandmen." This was, of course, intended to apply to 
a conquered and not a self-governing India. The State has, ho^\- 
ever, to guard against the danger of having neither an opulent 
nobility nor a sturdy yeomanry. That is the problem to be faced. 

292. Income from Land:— From statistics of occupations 
given on pages 1 50 to 1 52 in the first volume it will have been seen 
that in the whole of India, about 23 crores of persons are supported 
by ordinary cultivation and that of these about one crore derive an 
income from rent of agricultural land and 173 crores from ordinary 
cultivation. The number of actual workers who receive rents is 
37 lakhs and of ordinary cultivators crores; and this is exclusive 
of the agricultural labourers who receive wages for their work on 
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land. The number of landlords whose income is derived solely 
from rent for their lands, is, of course, small ; and they constitute 
the privileged class of big Jamindars, Jahagirdars and Inamdars. 
Their number and incomes can be approximately ascertained from 
the revenue they pay to government, which is a certain percentage 
of the rents collected b}'^ them from their tenants. The rent roll of 
the Bengal Jamindars has gone up during the last century, accord- 
ing to one calculation, from 4 to 16 crores of rupees. There are 
about 2^ crores of acres of land under cultivation in Bengal 
and slightly more than one crore of actual workers in cultivation, 
so that the rent works out at about 6^ rupees per acre and 1 5 
rupees per worker. Even in a province like Bengal, it is notorious 
that the Jamindari estates are being split up into fragments; and 
in several parts of the country the number of tenant cultivators 
is increasing. The payment of a large amount of land revenue is 
now the franchise for the election of members to the Indian 
legislative bodies, and it furnishes an index to the number of 
landlords whose rents are on a considerable scale. 


Cultivating proprietors earn incomes which are made up partly 
of rent and partly of agricultural profit and wages. Such owners 
of land and claimants to rent are the majority in provinces and 
districts where there are no big Jamindars. Petty proprietors of 
land who belong to the trading, professional and other classes do 
not depend on rent for their livelihood ; and in their cases, rent is 
only a part of their total income. They give their lands on lease to 
cultivators and receive rent in the form of grain or money. Rent 
is generally calculated at half the gross produce of land, and gov- 
ernment revenue is paid either by the land-owner or the tenant in 
accordance with the terms of the agreement. The lease or patta or 
agreement is for a year or a period of years and is renewable. On 

amount ofthe repeated and minute sub-division of land which has 

taten place all over the country, the average “landlord" in many 

parts of India is merely an exaggerated rayat or cultivator The 
social status which the possession of land carries with it and the 
security of incoipe which is associated with it, have rendered the 
positron of a landlord attractive, but in the majority of cases land 

of rent, the latter depending upon the keenness of 
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demand for land and the productivity of the soil. '< Taking all the 
Deccan districts together, there are 7,50,000 cultivating owners as 
compared to only 9,000 tenants. In Ahmednagar, the poorest of 
all the Deccan districts the percentage of tenants is conspicuously 
low. In this respect the cultivator’s status in the Deccan compares 
favourably with the richer province of Gujarat ( with Thana ) where 
the number of tenant-cultivators is two-thirds of that of cultivating 
owners or with the Konkan where tenants are 4,00,000 to 1,60,000 
cultivating owners."’ 


R-’nt is thus an element, in varying degrees in the incomes of 
people of almost all classes, traders, moneylenders, men in profes- 
sions and craftsmen. Agricultural produce or money received in 
lieu of rent, goes some way to support the families of those who 

have land, and it is considered a great advantage to be able thus to 
secure the annual supply of food grains, in whole or in part, from 
lands owned. Half the produce of land, on an average, represents 
its rent, and the balance goes to the tenant as his wages and profit. 
Most of the owners of land of this description are inevitably absen- 
tee landlorrls. and high prices of agricultural produce and competi- 
tion among the landless classes have recently pushed up their 
rents. Such landlords and their tenants or farmers have little in 
common with their brothers in other countries or with the big 
Jumindars and their tenantry in India itself. If the total land 
revenue of British India, including the amount ‘ alienated is taken 
at Rs. 50 crores, and if the average rate of rent is assumed to be 
four to five times the assessment, the aggregate amount of rent 
received bv owners of land will bo Rs. 200 to 250 crores. This is 
almut one sixth to one-eighth of total national income of British 
India This amount will be distributed among landholders in 
varying proportions. Hindu and Muslim laws of iuheritance and 

repeated partitions of immovable property, have had the effect of 
reducing the productivity and value of the latter ; and the incomes 

from these have consequently steadily declined. The general 
economic and social conditions are responsible for this state of togs. 
The number of landlords with big rent-rolls is small, and tho g 
they are to be found in all Provinces, they are more or less restrirt- 
ed to certain areas. Values of land and rents have gone up m re- 
cent years, but in many tracts, landlords and lease- o 


1 Report of tho Rosistror of Co-operative Sooietlos. Bombay. 1922-23, 
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mixed up that the true incidence of rent can not be easily found 
out. Thus in large parts of the Bombay Presidency, peasant pro- 
prietors whose holdings are small, will work these together with 
land taken on lease and the proportion of the two will be half and 
half. In such cases, rent will not look like an invidious share in the 
national dividend as it will appear when appropriated by the big 
Jamindars. 

The land in the busy centres of cities and towns and in local* 
ities suitable for factories, has shown a tendency to yield increasingly 
high rents. Owing to political and economic causes, old urban areas 
are being deserted and the population drifts towards new centres 
of business activity. The growing demand for land for use as sites 
for residential and industrial or commercial purposes has raised rents, 
and many a lucky landlord has secured a windfall in unexpectedly 
high rents. Many of the old cities and towns with their congested, 
dark houses and narrow and dirty roads and lanes are being ex- 
tended into the suburbs where the rents for sites for residential 
buildings are ten to twenty five times higher than they were a few 
years ago. It is superfluous to add that mining leases are a source 
of income to private owners of land and to the State and that the 
income is rent. Similar in nature is the income derived from the 
lease of forest land for the extraction of grasses and wood. 
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A Lesson From Bardoli 

ITbis article was ooatribjted by the Author to the Indian Journ-il of Econo- 
mics and was published ia the October (1929)ouEnber of that Jouraal. j 

A good system of land revenue, particularly in the Rayetwnri Provin- 
ces, must stand the test of correct cconoaoic theory in relation to value, rent 
and taxation, and it will be useful to examine the facts and the principles 
brought out by the Bardoli report, from this suieutidc point of view. Mr. 
Andereou' has presented his case with great ability, having brought to bear 
upon the work his unrivalled knowledge of the Bombay land revenue system 
and his vast experience of revenue settlements ; and his book is enlivened - 
with mordant wit.aod deadly sarcasm. But unfortunately his facts and bii 
interpretation of them, have been rejected by competent, independent judges, 
and it will now be seen that his whole theoretical background is ill-conceived 
and ill-suited and that therefore, the entire picture is utterly distorted. In 
the preface to his book, Mr. Anderson says The point urged that the 
whole facts are not available, is of course not true. All the relevant facts 
are fully available for those who will trouble to study them. But there are 
a great many futile and irrelevant enquiries which have never been made and 
ought not to be made. The salient feature of this Presideucy is that there 
are far too many peoplo on the land (not working on it, but idling) and far 
too few industries. Every step taken to reduce farther the burden of the 
land tax must make conditions worse and worse, till a fearful disaster 
ensues. It is rent and land revenue alone that can save.” The recent im- 
plicit admission of the Government of Bombay in the local legislature relat- 
ing to the inadequacy of the facts in revenue matters as they are now avail- 
able and their annouucement about the provision they propose to make to 
collect more facts, to arrange them systematically and to maintain them up- 
to-date, is an interesting commentary on the opinion expressed by Mr. And- 
erson, but he will obviously reply that in this, as in other cases, ‘‘ they have 
been guilty of unsound thinking.^’ We have, however, to see here whether 
his theoretical diacossion is sound. 


1 *' Faots and Fallacies about the Bombay Land Revenue Byitem. 
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It has been already indicated that Mr. Anderaon is a thorough-going be- 
liever in Ricardo’s doctrine of rent. Now, it ia well-knowo that very few 
economists hold by the theory of land rent as it was conceived by Ricardo ; a 
large number accept it in a modified form and within severely narrow limiia 
and several discard it altogether, all the while paying due tribute to its great 
author for the ingenuity and the scientific usefxJness of his contribution to 
economic thought. Ricardo's theory of value has been almost universally 
discarded, and bis theory of rent, which was indispensable to complete and to 
justify it, has gone by the board. Mr. Anderson thinks it superfluons to 
dUcosB the l iw of rent because he believes that Ricardo has proved it to the 
hilt,” and approvingly quotes Henry George thus: — “Thus rent, or land 
value, does not arise from the productiveness or utility of laud. No matter 
what are its capabilities, land can yield no rent and bavo no value unl^s some 
one is willing to give labonr or the results of labour for the privilege of us- 
ing it, and what every one will thus give depends not upon the ( absolute ) 
capacity of the land but upon its (relative) capacity as compared with that of 
land that can be had for nothing.” Then follows Mr. Anderson’s commen- 
tary : — “ Rent is that part of the yield or * income ’ from land which is not 
earned, NOT EARNED either by the coltivator or the landowner, if there 
be one. .... Therefore it is rightly termed the * unearned increment ’ ( I 
prefer * unearned income'), in other words, it is picked up like treasure 
trove, and every argument that starts with the idea that the rayat earns his 
land revenue and then has to hand it over to Government or a landlord starts 
falsely and ends worse.” 


It is not necessary here to trace the history of the development of the 
theory of rent from the time of the Physiocrats down to the present day, and 
it will suffice to say that while almost everything else in it has been rejected, 
the differential element in Ricardo's theory of land rent has been accepted by 
the majority of economists, and it has been extended and generalized. The 
most sympathetic writers, who are prepared to allow that Ricardo's theory 
was perhaps justifiable in the economic and social conditions that surrounded 
him and under the assumptions he made, categorically deny its validity as a 
general explanation of rent from land. As Prof. Buchanan* points out, 
^cardo was « a remarkably able businessman who dealt with concrete na- ' 
tional problenxs in a highly abstract manner,” and the essence of his rent 
theory can be appreciated only U his hypotheses are clearly understood 
Ricardo’s ^ory of land rent was only a scaffolding for his labour or cost- 
of.production theory of value, and very naturally the former collapses when 
the latter falls. At the end of a sympathetic analysis of Rioaido’s system of 

thought,Alfr6dAmoniathuBdriv6ntotheconclQflion: «So not one stone 
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of the superstructure of his economic thought remains on another The 
Idea that rent is a surplus which represents the excess of the market price 
over drffereot rodividual costs of production, has received general aeoeptLo 
but such a surplus does not, by any means, give an adequate explanation of the 
essence of the payment or income received by the landlord. Differential gain 
IS not confined to the agricultural industry, and an element of rent can be 
traced in other incomes. This explanation has been developed in an interest- 
ing manner, among others, by Marshall. Why does laud yield rent? Is it 
on account of its varied fertility or its scarcity or its niggardliness or the 
monopolistic character of its ownership? Any one of these explanaUons 
wonld, at I)cat, be a half-truth. And Ricardo's Iheory may be regarded as 
such. The notion that land rent is an unearned income, originates even to- 
day in an unconscious and lingering belief in the labour theory of value. 
Rent is, again, said to be a social product, but which income is not a social 
product ? Both wages and interest are social in this sense and value itself, 
is, in Economics, a social concept and a social phenomenon. Since there is, 
however, little difference of opinion among present-day economists as regards 
the differential clement in land rent, the point need not bo laboured hero and 
wo shall content ourselves with summing up the argument in the words of 
Prof. Rist: — “Rent, whatever form it takes, is not an anomaly, but a per- 
fectly normal consequence of the general laws of value. Whenever any 
commodity, from whatever cause, acquires scarcity value — its price exceeds 
its cost of production, there results a rent for the seller of that product. 
Such is the general formula, and therein we have a law that is quite inde- 
pendent of the law of diminishing returns and of the unequal fertility of the 
land.”* “ Scarcity ” is here to bo understood in its technicol, economic sense. 

The statement that rent is not an element in the cost of production, 
which is true only when applied to the differential gains of intra-marginal 
producers, but can not be legitimately used with regard to all land rent as 
such, has caused a good deal of misouderstanding and confusion and is large- 
ly responsible for the conclusion ibat rent from land is an ‘unearned income.’ 
An essential condition of the Ricardian theory is the existence of no rent land. 
Land on the margin, where the price of the agricultural product is determiu. 
cd, has no supply price, and capital and labour shift from farming to manu- 
factures and vice versa in order to secure maximum returns. According to 
Ricardo, there is only one margin for land, tbenou-economic margin, where 
land emerges from or lapses to nature, as labour and capital shift one way or 
the other, land itself having no alternative use and therefore earning no pay- 
ment on the margin. In the article referred to above, Prof. Buchanan ex- 
plains how the conclusion of Ricardo that rent does notenter into the cost of 
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prodaciioD and the exceptions to this law, recognized by Adam Smith and 
Mil], proceed from two different sets of hypotheses. We shall qnote from 
the article to clear up the position : — The hypotheses of the Bicardian 
treatment were natural to the practical problem with which they dealt. They 
considered only raral rent and redaced all kinds of raw prodnce to one. They 
therefore sapposed that land hod only one use and that rent payment was not 
necessary to secure its contribution to the product. These hypotheses are 
essentially the same os those taken by the Physiocrats and by Smith when 
dealing with rent and “ the produce of land.” In all three cases the hypo- 
theses depended upon the fact that the writers were interested primarily not 
in a theory of exchange for particular commodities, but in the incomes of the 
various classes.” J. S. Mill found it necessary, in certain cases, to abandon 
the Ricardian position, to make rent an expense of production and to 
recognize that there is a competing use for the land and that because it is 
valuable for one nse that rental becomes a necessary expense for whatever 
commodity it furnishes.”* Jevons went a step farther, and while Bicardo 
spoke of the shifting of labour and capital between raw produce and manu- 
factures, Jevons adds the shifting of land between different kinds of produce, 
end insists that this is the rule. He is concerned not with the supply of 
« raw produce.” but of potatoes, clover and turnips. And he takes for 
granted what the Ricardians did not, that the land has a competing ua©.”« 
Jevons thus exposed a serious error in the thought of the « wrongheaded 
man ” and his « wrong-headed admirer,”’ * 

Marshall made a notable contribution to the formulation of the modern 
theory, the theory of equilibrium of price and the competing factors of 
production, land included, at their margins of maximum utilization. While 
insisting on the fine distinction belwesn return to laud and to the other 
factors of production, be says “ It is true that land is but a parUcular 
form of capital from the point of view of the individual manufacturer or 
cultivator. And land shares the influences of the laws of demand and sub- 

atitatlon...becaaBe the existing stock of it like the exUting stock of capital 

or of labour of any kind, tends to be shifted from one nse to another till 

nothing could be gained for production by any other shifUng the income 

that IS derived from a factory, a warehouse or a plough (allowance being 
mde for wear and tear, &c.) is governed in the same way as is the income 
from land. In ^h case the incoihe tends to equal the value of the marginal 
net product of the agent : in each case this is governed for the time by the 
total a^k of the agent and the need that other agents have of its aid ” In 
view of the enunciation of this doctrine, Edgeworth thinks After this 
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6 Buchanan. 
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explicit explanation it becomes a mere question of w ords whether we ought 
to retain the old formula •* Eent does not enter into the cost of production.” 
Professor Marshall retains it.* On account of the misapprehension which 
the time-honoured phrase caused, Marshall himself concluded: “it seems 
best therefore to avoid the phrase,” Prof. Buchanan is not, however, 
satisfied with this incomplete or half-hearted exposition of the new theory, 
and contends that in spite of Marshall’s recognition of the ‘product-chang- 
ing margin in stating, for instance, that “ each crop strives against others 
for the possession of the land, and if any one crop shows signs of being 
more remunerative than before relatively to others, the cultivators will 
devote more of their land and resources to it,” he ( Marshall ) fails to state 
that “the whole produce from these places is marginal because of the shift- 
ing of the land.” Marshall ignored the land-changing margin, and fwled to 
show the whole machinery by which equilibrium is maintained. 

A critic of the Ricardian doctrine puts it pithily when he complains 
that in it “by a sort of theoretical magic the entire prosperity of society is 
made dependent on land margins, instead of the general, mutually interde- 
pendent and shifting use margins of labour, land, capital and enterprise, 
covering the entire economic field.”® Ho goes on to explain that there are 
margins of utilization in all parts of the economic field and every factor of 
production has its margin of utilization, and adds : — “The economic margin 
is a balance or a sort of equilibrium, although it may be a moving equili- 
brium, It is a place where applications of the requisites of production 
realize proportional returns under a system of competition, there being no 
surplus if all of the factors are on this margin.” The difference between the 
old and the new theory is succinctly brought by Philippovich'^ in the follow- 

ing sentences : “ The new theory of land rent is distinguished from the 

old in this that the latter proceeded entirely from the phenomenon of a 
differential rent and did not regard rent as a price inasmuch as it considered 
rent as an effect of price. The new theory, on the other hand, explains land 
rent as well by the general law of price and believes that once rent makes 
its appearance, it enters into price, that differential rent is a phenomenon 
which is found likewise in connection with interest, wages and profit and 
there is, therefore nothing in it which is, special to land rent.” Cassel" and 
Alfred Ammon'® rest their theory of rent upon a similar foundation, which 
is relative scarcity. The latter observes “ The value of no commodity 
would in reality, be determined by its own scarcity— that can well not be 


8 “ Papers Relating to Political Economy." Vols. I and III. 
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becanee value Indicates a relation— but the value of each commodity would 
be determined equally by the scarcity of other commodities.” OriticUing 
Ricardo’s explanation regarding the emergence of rent on land of the second 
quality as soon as land of the next quality is brought under cultivation, he 
remarks No ! A rent emerges on laud of the second quality the moment 
the demand for land of such a quality exceeds the supply of it, equally, 
whether land of the third quality is taken up for cultivation or not.” 

A slightly diflerent but essentially similar explanation of land rent is 
given by thinkers who call rent an income from property.** Incomes are 
divided into labonr incomes and property incomes, the latter being subdivided 
into ground-rent and capital rent. These are designated property rents 
to distinguish them from differential rents. It is not the differences in 
production coats which give rise to rent but the limited supply of available 
land as also the fact that land is private property. Thus we coma to the idea 
of an ‘absolute’ land rent which is the price that has to be paid for the 
use of a productive good. Some economists, further, are inclined 
to regard land as a kind of capital and deal with laud rent separately 
only on account of the circumstance that the supply of land can not 
be easily increased while that of capital goods is capable of increase 
without equal trouble. Socialisto have seized the Ricardian doctrine and 
developed it into a monopoly and exploitation theory. Then again, it is 
impossible to separate Ricardo's ‘original and indestructible powers of the 
soil’ from what has been added to it by human labour. Instauces are com- 
mon, of lands which have been transformed by human labour and with the 
aid of capital. In a community where a large proportion of the people are 
sma peasant proprietors, there is no question of exploitation by one class 

of other classes It is in the interest of the community that its members 

the same 

time be able to supply food and raw materiaU to sooiety as a whole It has 

opportunity oven though the 

reterns are small in per<*nUge’’** and that inv®^ kma of 

1? T 

“d“ o„rr^rV 0»“P«‘itio“forlaudia keea, a. 

land 19 open to all ond appeals to all. 

To the Olassiool eoonomials, laod ront was a social sorplos par «„»««■ 
y It was appropriated by one class to tho detriment of the otW classes in 
the oommnnity. Thie nnearned income was consemently the meet ^1,0 
eonree of tanahon. Some modern thinkere who still adhere to tho old !iew 
rent is not an element in tho cost of prodnoHoh, when caUed npon to on- 
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plain the apparent aoomaly of land rent being included by individual land- 
lords in their actual coats, declare that here payment of rent has been 
capitalized and the farmer expects to be reimbursed for the charge he hai 
actcnlly to meet. But they go on to say that rent of land is not a cost from 
the social point of view, being a bounty of nature, though it is an individual ex- 
pense, being a payment made for a costless facility or service received. Ooulson,** 
for instance, says ; — “From the social point of view, rent is not an element in 

the cost The reason is that the charge does not correspond to any difficulty 

in production overcome by human labour, be it in the shape of immediate 
human labour or in the form of saving. It constitutes solely a payment made 
by one member of society to another for particular facilities provided by the 
latter.” He hastens to add, however, that private property in land being 
an essential and beneficial social institution, it would be fatal robbery to 
deprive the landlord of the rent he has legitimately earned. This is an 
interesting illustration of the ingenious shifts to which thinkers are driven 
when they strive to adhere to an untenable theory. Mr. H. D. Henderson 
clears o9 the cobwebs woven round the subject and pointedly asks the question 
whether the money cost to the individual represented by land rent corresponds 
to and mea-ures “any real cost to the community as a whole or whether it 
is, according 'to the old notion, a surpnls as something distinct 
from a necessary price.” He answers the question unhesitatingly and cor- 
rectly as follows : — “Land, greatly as it differs in many respects from the 
other ngent« of production, resembles them in the very important respects 
that, being used for one purpose, it is not available for other purposes, and 
that the productive powers of the community in other directions are thereby 
diminished. This is the real cost to the community, which attaches to the 
products of any industry, in virtue of the land it occupies, not any human 
labours or sacrifices required to produce the laud itself, but the curtailment 
of the natural resources available for productive use elsewhere. This is the 
real cost of which rent is the money measure 

Let us now return to Mr. Anderson and connect the correct theory of 
rent with the approved principles of Uxation and examine the treatment this 
sobject has received at his hands. He would obviously have hesitated to pro- 
po»e that by law the maxima rates of land revenue should be so fixed “ as to 
take not less than half the rental value, as ascertained from actual sales and 
rent,” if he had not been obsessed with the idea that land rent is unearned 
income— a treasure trove. It should be stated in fairness to Mr. Anderson 
that he allows total exemption from taxation to “ the standard or ideal hold- 
ing ” in lands of different qualities and would tax only the surplus over this 
minimum. His theory of rent indeed requires this arrangement : all the 
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l&me, his main eonclasion is cot scientifically valid. He defines the standard 
work or bolding os follows : The standard work is that which is necessary 
to get a living ofi the poorest land actually in use. No one can possibly till 
poorer land : he most choose some other job. But the labour and other 
outlay needed to get that living will, if applied to better land, result in a 

lurplus not earned or deserved.” And again: — the just reward of 

agriculture is a fur living for as much work as it takes (in the circumstances 
of the age) to get that living ofi the poorest land in use taking as large an 
area of it os is needed for full work. On all other qualities of land, as much 
area as will ^ve the same work is the standard or ideal holding. The better 
the land the equal dose of work yields a larger produce. But on all qualitLes 
for half work a half living is the just return, and so on. All surplus over 
this just reward is <<rent.” The decisive conclusion of Mr. Anderson from 
this which is of the greatest significance in the presuit discussion is that 
** rent is due and accmee on every square yard of land according to its 
quality — and independently of the number of persons seeking or claiming to 
live ( withont work ) on that land.” Does rent so accrne ? 


This argument proves how a harmless mathematical truth becomes a 
dangerous economic absurdity. A cooly receives 10 annas a day for working 
for 10 hours, which means, that on an average, ho receives one aima per hoar 
But if he were actually to propose to work for one hour, he will not earn and 
receive that anna and may not be employed at all, being o nuisance rather t-h' sn 
a help. A shop 10 ft. by 10 ft, fetches a monthly rent of Rs. 10, but a shop 
one-tenth that size will not fetch one rupee : it will not provide even sitting 
room. Every industry has a minimum uoit of plant and buildings of its 
own } and size and quali^ must be given equal importance in organi zation U an 
economic activity is to yield a not return. In farming, as in other industries, 
rentabiUty will depend upon the price level and the dispoNition of the 
different factors of production. In an ordinary farm, the peasant and tha 
members of his family form the normal labour force, and their living wagoe 
constitute a standing charge, which, together with any interest that may 
have to be paid on working capital, wiU probably leave nothing as a net 
return to land. And in cases where the tenant cultivator has to pay contract 

rent to the landlord, this charge will cut into the wages of the cultivator’a 

family and the deficit has to be made good by work outside or by borrowing. 

an nodersized farm, even if we calculate the wages for the actual period 

for wUdi ^r^s regular work in the field, nothing may be left over for 
ent of land. One of the pecnUorities of agriculture is that the cultivator 
is rooted to hiB land, as it U a disadvantage with labour that the workman 
must go to the place where his services have to be offered. Mr. Anderson 1. 

legia<»«toly «pect to 

18 oontli. wag., for 6 monti.- work, and thouaanda of onTriiral 
paopl. do nugrat. to towna U aaarob of work to suppkmant thoir airoingi 
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from agriculture. With Mr. Anderson, howeTer, all is mathematical cal- 
culation— Ricardian abstraction— and realities arc irrelevant. He auticipatea 
an objector and asks ; — “If the trne rent of a 20 acre full time holding is 
100, how will it be possible for the man with only 2 acres of similar land to 
pay 10 ? ’ and proceeds to answer the question by saying It means that 
he has ex phypothosi only work for 36^ days in a year (plus such extra work 
as is necessitated by the unsound and improper attempt to work the land 
in too small fragments ) and from iho gross produce he may deduct wages, 
&c., for those days and thou ho will find he has 10 left over for rent-rovenue”. 
Averages are necessary and good tools, but bad deceitful tyrants. Mr. And- 
erson seems to think that rent arisis mechanically when land, meu and 
implements are simply brought together, and the law of rent is like the law 
of gravitation. Men exist for the law and the law is not to bo based on 
actual life. He says But the small holder has no other occupation, he 
has learnt no other trade and there is no employer to give him work? If 
that is true, then the fault in the social structure is not in the law of rent 
but in tho neglect to develop those other industries and that is the ri^ht 
direction of help and uplift.” Ho has here placed his finger on the real weak 
spot and also in saying that there are, in the Bombay Presidency, far too 
many people on the land, and that this is a fault of tho sociol structure. If 
this is so, how Is the small cultivator responsible for tho uoomploymeut or 
underemployment which has been created by bad social conditions and how 
can he be taxed on a rent which actuaUy docs not exist but may come into 
existence under conceivably different social conditions? Society cannot first 
close other avenues of work and create overcrowding in agriculture and then 
come down upon the small cultivator, saying ‘ pay me out of your wages or 
out of the rent which you ought to and might have earned.' This is doing 
serious violence to tho fundamental principles of taxation, if not also some- 
thing worse. 

Franz OppenUeimer,*' who is keen on having big landed estates broken 
up into small plots for the use of peasant proprietors, vary properly finds fault 
with Ricardo (and this applies to Mr. Anderson^ an admirer of his), for 
having developed only one side of tho theory of rent, viz., the rent yielded by 
an acre of land, to the neglect of the others, viz., tUo size of the land holding. 
What he says in effect is this: Hero is asmall worker, engaged in market garden- 
ing in the vicinity of London and eking out a laborious subsistence on one 
acre of land. He is represented (by Bicardians) as favourably situated in an 
extraordinary way as to a differential gain because he has a fertile soil near 
a city, capable of yielding an enormous rent. And on the other hand, there 
is the Duchess of Sutherland who owns one lakh of acres of land of inferior 
quality in tho Scottish Highlands, and is shown as seriously handicapped, 
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boing mifivouribly situated because sliu has land which is classed low on 
account of its quali'.y and situation. Nevertheless, the former belongs to the 
wage-earning class and the latter is a big receiver of laud rent! Philip 
povich'* has likewise made this point clear, and he maintains that the emer- 
gence of rent does not depend merely upon the fertility and the location of 
land; rent has to be worked out by good technical and economic mauagemeut 
and it is, therefore, closely bound up with incomes such as wages, interest, 
dec. It follows from what has been said above that whether land will yield 
a rout or net income, will depend upon the sise of the holding, the quality 
and tho situation of the land and the manner in which the agricultural oper- 
ations are organized and managed. In the hands of a small cultivating pro- 
prietor, land will probably only provide means which are lacking to a land- 
less man, for earning wages and nothing more, and the position of a tenant 
may ba the same, perhaps worse, because ho has to pay a contract rent. In 
holdings of a decent size, a net return will be available whether the land is 

cultivated by the owner or by a tenant. Only, the contract rent is no guide 
to the real rent-paying capacity of holdings in os much as allowance has to 
bo made here for the risk of non-payment and the expenses of litigation to 
recover the stipulated amounts. In many cases, the rents contracted for are 
nothing but the amoonts of interest on sums advanced by money-lenders who 
take leases from tho cultivating owners. Agriculture is, in many cases, a 
supplementary or a parasitic industry, and there is no question of a surplus 
or a rent in it. The cultivator in such a case is a landed labourer. 

Soligmau’s'* brilliant criticism of the ‘single tax’ applies to Mr. Ander- 
son’s defence of the unearned income theory and a revenue system basid on 
it, in so far as it is inspired by Ricardo’s and ilonry George’s conceptions. 
That great American thinker has contributed, as few others have done, to 
the development and proper appreciation of the correct fundamental principles 
of taxation, viz., ability to pay and equaUty of sacrifice. The criticism of 
Mr. Anderson and the theory ho upholds which we have offered in the course 
of this article, does not at all mean an attempt to bolster up tho claims of 
any one class to light taxation or to exemption from public burdens. It is, 
by no means, incompatible, for instance, with the Une of taxation-roform 
^vocated in the excellent article, contribnted to the last number of this 
Journal by Prof. J. 0- Ghosh on ‘Rent and Land Revenue in Bengal.' 
The land tax which now occupies a sabordioate position in the fiscal systems 
of the leading countries of the world and ie relegated, more or less, to local 

finance, is generally recognized as a real-tax or a tax on landed property, 
and as such, dissociated from all idea of the economic position of the tax- 
payer or his total taxable capacity. It is a tax upon land or rather upon its 
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not produce. Dut though levied upon things, all taxes have to be paid by 
individual citizens and must come out of their incomes, land and building* 
being taken only as indications of capacity to pay. The net income from 
land or the rental value, or in a few cases, the sale value, is everywhere 
usually taken as the basis of assessment and the necessary registers and 
records are compiled- The principle of land revenue reconxmended by the 
Taxation Enquiry Committee adopted by the authors of the Bardoli report 

is essentially similar to that underlying the systems of the land tax operating 
in the other countries of the world. Even a tax on things mast satisfy the 
fundamental requirements of the principles of taxation viz., ability, equality 
and justice. The standard proposed by the Taxation Enquiry Committee, 
consisting in the net income of agriculture, which is exclusive of all costs, 
iucluding return to enterprise, is quite reasonable; and equally reasonable is 
the percentage of this viz., 25 per cent which is proposed as the contribution 
to bo levied by Government. The average ‘annual value’ must, however, be 
based upon actual realizations and not upon fancied and fanciful calculations. 
That was the trouble, as we have shown, in Bardoli, and is inherent in Mr. 
Anderson’s manipulations of figures. For instance, he wonders why no 
complaint is made against the crop share rent system which does not ensure 
anything like a full living to the tenant, while fault is found with the 
Bombay revenue system for the same defect. He says : — ‘‘And yet no land* 
lord, no inamdaror Talukdar, has ever denounced this root evil as Inhering 
in that system. Yet if it lies in the Bombay 1. r. system, then a fortiori, 
much more so, it lies in the crop share system which takes its share no mat- 
ter how small the area held by the tenant.” The explanation of this 
apparent anomaly is simple and is this : the landlord is the owner of his land 
and charges a price for allowing others to use it while the Government of 
Bombay is not the owner of the lands of the cultivators and can levy only 
a tax on incomes and not a rent or a price for the use of land. 

A good system of taxation most take full account of the social and the 
economic condition of the people as it is and must be suited to it. If there 
are too many poor agriculturists iu the community, that is not their own 
fault entirely, and you can only tax them according to their capacity. 
Government is not merely a tax-gatherer as Mr. Anderson seems to think, 
and must fully share the responsibility for the poverty of the oulkivating 
classes and the Industrial backwardness of the country generally. Mr. 
Anderson would tax the underemployed cultivators to make them work 
more and earn more. W^hy not suggest this admirable idea to the British 
cabinet who are confronted with a serious problem of unemployment ? Tax 
the unemployed in Great Britain so that they will find work, instead of 
paying them doles as is now being done. There is indeed no charity in taxation, 
md every citizen must be made to pay, whatever his status, but there is 
the principle of justice; all the same, which must be honoured. The small 
bolder does not cultivate his field for the sake of fun •• be doss his utmost in 
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the conditioDB 1b which he ie placed. We do not propose to refer here to 
the aspect of taxation relating to Government expenditure, though it has a 
vital bearing upon the question discussed. Reference must, nevertheless, 
be made to Mr. Anderson's repeated conaplaint that the small landholder 
is being pampered at the cost of the potter, the blacksmith, the trader and 
so forth, when justice and equality are demanded for him. Now, what 
taxes do these good friends pay to Government ? One is reminded here of 
Voltaire's story of the man of forty crowns " related by Seligman.*^ Let 
ns pnt it in the Indian garb. A cultivator who has paid a large part of 
his produce to Government as a tax, sees the money>lender who has grown 
fat on the interest wrung out of him, rolling along in a carriage and 
Inquires what amount of tax he has paid. And the reply comes ringing : 
** I am no landed proprietor like you to pay taxes ! " Neither penalization 
nor pampering, but justice and equalization of tax burdens according to 
capacity to pay and not the benefit recelvdd,~that Is what is really needed. 
And there is do reason why an equitable basis for such distribution could not 
be found for general application audio the case of holders of agrloultural land. 
In the net Income as proposed by the Taxation Oommittee. The rental basis 
as worked out by Ur. Anderson, Is bound to yield results which are miles 
away from reality and to prove unjust. Though it is claimed that the land 
tax is not au income tax, it often does work in practice like the latter. It 
was stated the other day on the floor of the Legislative Oooucil of Bombay 
that though lands in certain tracts of the Presidency were admittedly in- 
ferior and the cultivators there were very poor, they could pay the land tax 
all right because they earned good wages in the Bombay mills ! Let us have 
all relevant facts and let os scientifically interpret them. Let us not get 
round facts or juggle with them. 
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CHAPTER XVI. 


WORKMEN AND WAGES. 


293, Remuneration of Labour As rent is the remunera- 
tion of the landlord, wages are the remuneration of the labourer. In 
the last chapter we considered the economic position of the landlord, 
the income derived from land and the dependence of the condition 
of the cultivator on the system of land tenure ; in this we have to 
point out the mutual relation of the system of industrial organization 
and the condition of workmen and the income the latter are able to 
secure from the product they help in creating. The cultivator or 
tenant, whether he owns his land or not, is a sort of an industrial 
manager if he manages the business of the farm and employs 
workmen on it and he may work along with the liands engaged by 
him. The net gain he can obtain is conditioned by the nature of 
the soil, the capital he can command and the tax he has to pay to 
government or rent to another landlord. If he works in the field he 
owns or takes on lease, or on the farm of another, the remuneration 
he obtains is the wage for his labour. The craftsman and the artisan 
have the same double capacity. They organize their business and 
combine individual labour with management and with the employ- 
ment of hired workmen. Their earnings, therefore, contain an 
element of wages though they are their own masters and engage 
and supervise the labour of others. From the economic and social 
points of view, the question of wages is important because apart 
from the consideration of justice, there is the undeniable fact that 
on the condition of the wage-earner depends not only the efficiency 
of wealth-production but the well-being of the bulk of the population 
and therefore of the whole community. 

In practice, it is often difficult accurately to distinguish the 
slure appropriated to labour from those obtained by other factors of 
production. In agricultural and non-agricultural industries where the 
workman combines in himself the characters of organizer, labourer, 
landlord and also capitalist, the remuneration due to each one of 
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these agents, it is not easy to point out. But such a workman 
must receive at least the wages of his labour ; otherwise, he will 
starve or give up his work. He may pay rent and interest to 
others but must secure a reward for his individual exertions. Under 
the modern system of industry, the autonomous workman who 
manages his own industry, has tended to disappear and a distinct 
class of labourers or wage-earners has arisen which does not control 
or share organization and management and which is severely con- 
fined to the job it is employed to execute. Though the position 
of workmen engaged in small-scale industries and establishments is 
often similar and sometimes worse, the intimate and sympathetic 
touch between employer and worker, which characterises this class 
of labour, is entirely absent in the large-scale industry. The factory 
system, under which the employer engages and controls hundreds or 
even thousands of workmen, has created a cleavage between the two, 
and the class conflict has become very acute. Those who command 
capital, command and control labour and their joint product, and it 
is felt by workmen that their share in the out-put of their 
collaboration is deliberately and selfishly kept low by the 
employer. 


It is contended on the side of the employers that wages must 
be determined by the supply of and demand for labour ; and that 
they ran not be artificially raised or lowered. Strikes and labour 

are, from this point of view, futile and 
suicidal. On the other hand, the wage-earners plead that employers 

take a disproportionately large share of the joint product and that 

they must be fortied to give up their control of industry and their 
Ill-gotten gams. ^ Labourers, therefore, organize themselves, and by 
means of collective bargaining, which is substituted for individual 

higher remunera- 

tion and better conditions of work from the employers. The State 
has passed laws for their proteotion, and systematio attempts are 
made to decide disputes between capital and labour by conciliation 

latter is certainly at a disadvantage and hence the need of protectine 
and strengthening its position. Labour engaged in agriculturf 
must be distinguished from factory labour as the conHifi/^no k* u 
cbmacteri^ the two, are essenLly different. Buf ^ euTtS 
labourers:deserve as much attention as factory worked 
;o3 
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294. Position in India:— The traditional position of those 
who work for others for obtaining a living, is one of dependence* 
Though the general principle that a workman is worthy of his hire 
has been accepted in India, as in other countries, prevailing senti- 
ment and custom have played a conspicuous part in the determina- 
tion of the wage of the labourer and the conditions of his work. The 
gradual emancipation of workmen from the position of slaves and 
serfs, demonstrates the economic and social evolution that has taken 
place all the world over ; and their status in industrial organization 
has not yet been finally fixed. It is not, therefore, only the ques- 
tion of the amount of wages and the conditions of work in factories, 
that is at issue between employers and workmen. The latter are 
claiming a share in the management and control of industry, 
and the very wage system is being challenged. The socialists’ de- 
mand for the nationalization of the instruments of production, 
means nothing less than a revolution in the existing economic 
organization, and the claim to fewer hours of work and higher wages 
is only a palliative that must serve only till the radical cure can be 
applied. The factory system, and the evils associated with it, gave 
rise to the labour movement and supplied the strongest incentive 
to and justification of the growth of socialism. The movement has 
now become international and a world movement j and India has 
been swept into its orbit by the political and economic unrest creat- 
ed by the war and the attention focussed upon the condition and 
rights of factory labour in this country. The international Labour 
Conferences have been and are being attended by representatives of 
Indian labour, capital and government ; and with the growth of the 
factory system, western conditions are being reproduced here in 
respect of the struggle of workmen to attain their legitimate position. 
Representatives of factory labour have been appointed to legislative 
bodies to look after its interest, and the whole machinery of labour 
organization and labour legislation now common in the West, is 
being set up in this country. 

The war gave a tremendous stimulus to the labour movement 
in this country ; and capitalists and employers have already Bounc- 
ed a note of alarm. They maintain that much of the unrest and 
discontent prevailing among the working classes is due to the 
ignorance and the credulity of the operatives and the mis^eyous 
incitement of busybodies who do not care to realize the difficulties - 
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of the position in which they dabble. Such outside interference is 
certainly in evidence in several strikes of workmen, but in the exist- 
ing circumstances it seems to be inevitable. As labour is organized 
and trained it will be able to take better care of itself. Such organ- 
ization is proceeding apace and organized labour was not slow to 
convene an All-India Labour Conference and to ask that its repre- 
sentative on the International Conference and Permanent Labour 
Office should be elected by the workers themselves and should not 
be nominated by government. It is, of course, obvious that econo- 
mic and social conditions in India are different from those prevail- 
ing in western countries and therefore the solutions of labour 
problems proposed by the international conference must be modified 
in their application to India. The draft convention drawn up at 
the Peace Conference recognized this fact and allowed for the 
dififerences in industrial, climatic and other conditions. Indian 
labour mil, however, legitimately demand that, subject to this differ- 
entiation, it must have its rights recognized and that it must be 
accorded a fair and just treatment.* Under modern conditions and 
even in ordinary language, ^labour’ generally means workers employed 
in big factories. But these do not exhaust the problem of labour in 
India as they still form a small proportion of the total wage-earning 
population of the country. That factory labour should engage so 
much public attention is natural ; but it will be unfair and wrong to 
ignore the condition of other forms of labour in India. Labour in 
rural areas— engaged in agriculture, handicrafts and domestic work— 
is apt to be neglected because it is difficult to organize and can 
not find friends and champions. But in a country like India it must 
be paid as much attention as the labour in factories of the modern 
type and living in undesirable urban conditions. 


1 “I neAd hardly Bay that the great direraity of physical coaditioos affeot- 
, India, the lack of education among workeri, and oonsaiiuaDt 

low itaodard of opoforf and abaenoe of organUation. the usually poor phyalqua 

^ oonoentrate effort over ihoxter Woriliig 

wriod, the preponderating importanoe of agrioultore and the lack of speotdUih* 
lion and skill among industrial workers render it impossible to translata 
propoflltions ahiob are aooepted In western oountiiea as natural into terms 
• BpplioaWo to India or to devise any formula whfoh will oonvtet the Indian 
faetora into Western equivalents But while we recognise this we believd that 

ia a qmokening opnsolouaness throughout the county ganeraUy that the 

unsatisfaotory and. unworthy of India's poUtioal 
ImJ; “ ' Supremo LeglsiatlTe Counoii. Srt 
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295. ehief Features of the Problem :-The remuneration 
received by labour in the form of money only partially represents 
Its earnings and does not adequately reflect its position. In con- 
sidering the problem of wages and of the general condition of work- 
men, we have to fix our attention upon (1) the numbers of different 
classes of workers, (2) the wage contract, (3) the rates of money and 
real wages obtained by workmen, (4) the fiictors which govern these 
rates, (5) the conditions in which labourers have to work, (6) the 
safeguards the Shite has provided for the fiiir treatment of workmen 
and measures taken for ensuring their safety, good housing and 
health, (7) organizations of workmen started and conducted to 
protect and promote the interests of members and to ameliorate their 
economic and social condition, (8) trade union movement, strikes, 
collective bargaining and the mutual relations of workers and em- 
ployers, (9) the state of Indian industries in relation to the labour 
engaged in them and the question of unemployment, (10) the 
machinery necessary for settling disputes between employers and 
workmen e. g. for conciliation and arbitration and (11) the place ot 
Indian labour in international labour organization, Unless all these 
aspects are carefully studied, and placed in their proper perspective, 
it is impossible to obtain a correct idea of the condition of workmen 
and the measures which are necessary to improve it. 

It used to be stated that the labour or wages question in India 
was not as urgent or difficult as it was in other countries, that the 
supply of labour was plentiful and cheap here and that the relations 
between employers and workmen, to put it negatively, were not 
unsatisfactory. What the statement was perhaps intended to 
convey was that the factory system had not yet established itself 
in this country to such an extent as to create a large, restless, 
discontented class of wage earners, crowded in cities and at the 
mercy of employers. The bulk of our workers are indeed autonom- 
ous producers, cultivators and handicraftsmen, and a very small 
proportion are mere receivers of a wage. Most of them live in 
villages and small towns, and their wages are, more or less, regulat- 
ed by custom. The condition of all workmen who are hired for a 
wage without being allowed to participate in the profits and the 
control of industry, must obviously be unsatisfactory. It has not 
attracted much aitention in India, because according to common 
belief, it was taken as a matter of course. Labourers were needy 



DIFFERENT CLASSES OF LABOUR 


817 


and there was a plenty of them. Service was the hereditary occupa- 
tion of many castes, and their members had no choice in entering 
into contracts with employers. Manual labour was not held in 
esteem and did not entitle the persons who hired themselves out, to 
claim better treatment than was normally accorded to them. Work- 
ing under a master in isolation and in small numbers, they could 
not take counsel together and were forced to accept what terms 
were offered. It is, therefore, wrong to suppose that outside 
factories of large size and of the modern type there is no labour 
problem and that no relief is necessary except what is given by the 
Factory Act. 


But this state of things is fast changing on account of u 
general rise of prices, the extension of the means of communication, 
the increase in the number of factories and in the size of public 
works, the disintegration of village communities, the decay of old 
indigenous industries, a growing tendency towards migration, rapidly 
changing political conditions and the quickly spreading western 
influences. And the condition of factory workers in industrial centres 
and on plantations has not at all been satisfactory. Being ignorant 
and unoraganized, they and other labourers were, for a long time, 
docile and contented with their lot and little disposed to grumble and 
fight for their rights. This produced a false impression as to the 
general condition of Indian labour, which is now being rapidly 
dissipated. Labour conditions vary from province to province and 
industry to industry to such an extent that it is difficult and danger- 
ous to generaUse in this matter. But the condition of a factory 
labour is almost the same everywhere and there are many points 
which ate common to particular classes of workers in the different 
parts of the country. An attempt will here be made only to indicate 
roughly the position of labour in relation to the points noted above. 


296. OlHerent Glasses ot Labour :-The reader should 
refer, in connection with the subject matter of this chapter, to the 
census statistics given on pages 150 to 153, of the number of 
prsons engaged in various industries. It may be brieBy recalled 
here that pasture and agriculture support nearly 33 crores of 
persons m the whole of India, that of these, lOJ crores are actual 

of the above 10, crores of workers, 7* crores are ordinary cultivators 
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who may, however, work on their own lands, and therefore, be 
autonomous producers. The number of farm servants and field 
labourers, who are real wage earners as distinguished from the 
ordinary cultivators, is a little larger than 2 crores. It is difficult to 
separate pure labourers engaged in the non -agricultural economic 
activities except in the case of organized industries. The number 
of operatives employed in such industrial establishments having ten 
or more operatives engaged in each, was, according to the census 
of 1921, a little less than 27 lakhs. This number is exceedingly 
small when compared to 2^ crores, the total number of workers 
engaged in the exploitation of minerals and in the * preparation and 
supply of material substances', the latter term including various 
industries and transport and trade. This shows that factory workers 
of the western type constitute only a small proportion of the total 
manufacturing labour supply of the country. 

The above feature is a reflection of the present stage of the 
economic development of India. Autonomous workers and small- 
scale industries predominate in the country, and wage-earning hands 
are employed by the proprietors of petty concerns. There is a large 
floating population which does not possess special aptitude for any 
particular kind of work and this class of labour drifts from villages 
to the centres of industry in search of temporary employment. Most 
of this labour is, of course, unskilled and turns to domestic service 
or work on the plantations no less than to the docks, the railways 
and the factories. The ports and the cities draw to themselves 
unskilled men and women of this description and a number of 
skilled workers are likewise similarly attracted. In studying the 
condition of Indian labour, we must, therefore, distinguish several 
varieties of workers, and the fact that most of the operatives 
employed in factories, mines and workshops are predominantly 
rural in that they have homes, their bits of land and their families 
in the villages, must be borne in mind. Workmen engaged in 
urban factories and employees of railways and government 
departments, attract more attention because they are favourably 
circumstanced for organization and concerted action. It is true that 
the conditions in which these people live and work do require 
special consideration and remedies and that rural workers are much 
better off in several particulars. But it would be a mistake to sup- 
pose that the condition of farm labourers and workers in cottage 
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and ‘home’ industries is an ideal one. The fact is that many of 
these are in a worse plight. 

297. Labour Contract. — A contract for the hire of labour 
between the master and the servant and between the industrial 
employer and the workman, has been recognized in India from 
ancient times by the usages and laws of the country and it was 
enforceable by the rulers. The injunctions of the old Hindu law- 
givers which crystalised prevalent customs, are clear on the question 
of the agreements relating to wages ; and employers and labourers 
not performing their part of the agreements are made liable to 
fines.' The reciprocal rights and liabilities of employers and labour- 
ers are elaborately stated by Chanakya in bis Arthashastra which 
also shows that slavery was a well-recognized institution in that 
period. Slaves appear to have been common from remote times as 
references to them in the ancient literature show, and were employ- 
ed to do dirty work. Slavery has long disappeared but a system 
which is akin to serfdom is to be found in several rural areas. The 
condition of such labourers is deplorable and they serve their em- 
ployers on a mere pittance. One also comes across forced labour 
or begat and vetha in the case of lower classes of workers*. Tenants 
and others who are under the influence of big Jamindars are made 
to work in this way. The condition of the depressed classes who 
are testricted to certain species of work and to limited remu- 
neration, is most unsatisfactory. This old feudal system is, 
however, disappearing and the development of society from status 
to contract, is in operation,’ Village economy has been disorgaiuzed 


1 See Narada, V and VI. 

^ ^ poor man reqoired R*. 100 to enable him to get married or to clear 

himself from debt, he would mortgage bis service for a period of about flve years 

and receive his Rs. 100 in advance; while the mortgagee was bound to feed him 

during the period of service. Many of the DeshmuVhs, Deahpandes and tioh 
landholders engaged labour in this t\8y: and the pradtloe oontlnued in some 

degree to quite reoent times. In the days when land was available for all, how- 
ever, it would have been only the very poorest who would mortgage their labour 
in this way, or even engage themselves as yearly tenants."— Keatinge : Rural 
Bconomy in the Bombay Docoan^ P&go 67. 

3 The Government of Bombay, for example, state in their Resolution on the 
Land Revenue Administration Report for 1S08-09. that " in the Surat bistrlot 
the Anavala Brahmin Is losing the servioes of his halls or hereditary larb and 

everywhere customanr tasks at customary wages are giving wayTo^lo^" 
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and the customary relations of different classes and castes towards 
one another, are clianging. The vatan system under which the 
work and wages were permanently fixed and hereditarily accepted, 
has gone to pieces, and it is admitted that it was not a system 
that made for efficiency or harmony. The practice of unpaid, 
customary labour is dying out, and the urban and modern system* 
is slowly taking its place. The rural labourer is still too helpless, 
ignorant and backw’ard to stand on his own legs and insist 
upon a fair wage contract. He is often indebted to his employer, 
and this means perpetual dependence and hereditary serfdom. This 
system is but too common in the interior of the country, and it will 
take long before it is radically changed. 

An attitude of independence [on the part of labour is every- 
where visible and particularly in cities and in centres of commerce 
and industry. Labourers have become conscious of their importance 
and of their place iu industrial economy, and the growing demand 
for their services lias largely contributed to this result. Domestic 
servants and unskilled labourers show this tendency as much as 
factory workers and artisans. A sort of a wage-earners’ contract is 
becoming common, and the workers insist upon its terms being 
strictly observed by the employers. Factory Acts have laid down 
certain conditions of work and imposed obligations on the employers, 
and workmen have realised that they have rights on which they can 
take their stand. Another factor that must be borne in mind in this 
connection, is the continuity or otherwise of employment. When 
the labourer is bound by contract, he has the advantage of continuous 
employment, though his wages may be low and his freedom may be 
curtailed. Agricultural labourers and workmen engaged in indus- 
tries which operate only during certain seasons, like ginning for 

instance, are thrown out of employment at the end of the season. 
Work on land is seasonal; the sowing and the harvesting seasons 
provide ample employment to men, women and children in the rural 
areas, and their earnings at that time are good. The living of most 
unskilled labourers is, therefore, precarious and they turn from cne 
job to another and suffer when there is no work to do. Higher rates 
of wages must compensate them for this occasional loss of employ- 
ment; or a variety of remunerative wmrk must be made available. 

298, Indenture System ; — The system of indentured labour 
ynder which 'coolies’ emigrated from India to the Colonies in large 
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numbers, has been strongly condemned as degrading and demorali- 
sing and is now extinct. Indentured emigration to Natal was stopned 
in 1911, t’le Emigration Act of 1908 having been suitably 
amended in 1910 for the purpose at the instance of the late Mr. 
Gokhale, who two 5 'ears later, moved another resolution in the 
Supreme Legislative Council, recommending that government should 
“take the necessary steps to prohibit the recruitment of Indian 
labourers under contract of indenture whether for emplo 5 'ment at 
home or in any British Colony."* Objection having been taken to 
his comparison between the system of indenture and slavery, Mr, 
Gokhale replied “ It is true that the system is not actual slavery, 
but it is also true it is not far from it. The contract is not a free 
contract. You have here the right of private arrest, just as they had 
in the case of slavery. Moreover, the labourer is bound to his em- 
ployer for five years and he can not withdraw from the contract dur- 
ing that period. And there are those harsh punishments for trivial 
faults. Therefore, though the system can not be called actual slavery, 
it is really not far removed from it.” 


A strong case was made out against indentured emigration to 
Colonies like Trinidad, British Guiana, Jamaica and Fiji, and as a 
temporary war measure it was stopped early in 191 7. Indentured 
emigration to these colonies has now practically ceased. The total 
number of coolies emigrating under the Indian Emigration Acts, 
from the Indian ports, was 15,117 in 1907-08, 12,658 in 1913-14 
and 7,556 in 1915-16. The number dwindled to 221 in 1919-20 
and was 1184 in 1920-21. It has again risen within recent years 
being 1,46,201 in 1923-24 and 1,34,893 in 1924-25. The bulk oT 
these emigrants, however, go to Ceylon and the Straits. The 
number of emigrants returning to India was annually six thousand 

? non >»>ltol918. The figure for 

1920-21 was 11,575. Owing to the treatment received by Indian 

workers and others abroad, emigration has become very unpopular 

in this country and the tempting offers made by some colonies have 

not mduad a favourable response. The question of labour emigra- 

tion has been under discussion for the past few years. The interests 

of the employers m the Colonies have all along stood in the wav 

benefit denved by the labourers, were proved to b e unsubstantial in 

^ 604-645. 
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a despatch sent by Lord Hardinge’s government on that subject to 
the Secretary of State. In a despatch to the Government of India, 
dated September, 1 91 7, the Secretary of State for India remarked 
I agree with Your Excellency’s Government that any new system 
of emigration must be free from the suspicion of liability to the 
charges brought against the old system that it was based on 
fraudulent recruitment ; that it involved slavery for men and that 
it resulted in the prostitution of women." 

The question was considered by a Inter-Departmental Con- 
ference in London and a new scheme for a system of free emigration 
assisted by the Colonial administrations was evolved. It is stated 
that under the new scheme, while all the advantages of the old 
system are retained and even improved, the emigrant labourer will 
not be bound to any employer except for the first six months of his 
stay in the colony. The difficulty of solving the problem lies in 
ensuring complete liberty to the labourer, and at the same time, in 
giving him effective protection against fraud or ill-treatment. Under 
a free contract, it is pointed out, the position of the emigrant is 
likely to be worse and all emigration to the Colonies will have to be 
prohibited. In any case, there must be no return to the indenture 
system under a new name and government must firmly adhere to 
the principle that it is not the business of India to supply coolies for 
the exploitation of the resources of the colonies. With the labour 
upheaval which has burst out in India, serfdom in the form of 
indentured labour is no longer possible. 

For several years an indentured labour system prevailed in 
India itself, e. g. in Assam, where planters imported coolies for their 
gardens from the neighbouring provinces. For more than sixty 
years, “ questions relating to the supply of labour for the tea 
industry in Assam, the condition of the labourers on the estates and 
the enactment and working of special labour laws, have attracted 
much attention and have formed the subject of several detailed 
investigations by specially appointed committees The law in this 
matter was amended and consolidated by the Assam Labour and 
Emigration Act of 1901. This Act too was amended in 1908, and 
a steadily increasing proportion of the immigrant labour was engaged 
under ordinary contract, Government having gradually withdrawn 
successive districts in Assam from the operation of the Act of 1901, 
which authorised an indenture system. The Assam system ha4 
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two 'salient features : penal contract with the labourer enforceable 
through the criminal courts and provisions for the protection of the 
labourer. Coolies were recruited through (1) contractors and (2) 
garden Sardars, persons employed by tbe planters. Indentured 
labour has now ceased altogether and recruitment by contractors, 
which led to many abuses, has been abolished. Labour in Assam 
is now free, though recruitment is regulated by law and is now 
controlled by a special Board consisting of representatives of the 
planters and an officer of government. 

299* Pre-WeiP Rise in Wages During a few years pre- 
ceding the War, wages of all kinds of labour rose. The statistics 
arable on this point, are indeed not very accurate and can not, 
therefore, be relied on. We have also to take note of the circum- 
stances which accompany the money wage in order to find out 'real' 
wages. From every Province, however, came the report that there 
was a general rise in wages i» the first decade of this cen- 
tury. In Madras, for instance, “ the wages of unskilled labour 
have everywhere shown a marked tendency to rise.. .Domestic 
wages have certainly risen, and Government servants on low 
pay have for several years past, been granted grain compen- 
sation allowances. ..The monthly rates of wages for farm servants, 
however, followed the general rise. Wages of artisans also rose. ” 
In Burma, " during the ten years ( 1 901-10 ) the translation from a 
natural to a money economy has made further progress. Most 
agricultural -labour, however, is still paid in kind, and the field . 
labourer’s wages as measured in money have therefore risen in 
Lower Burma. In Upper Burma also agricultural wages tend to 
rise, owing to the increased annual exodus of field labourers to 
Lower Burma. ” ** In the Punjab, cash wages are steadily displacing 
old customary wages in kind, the process being in many parts 
already complete. At the same time wages of unskilled labourers 
and of skilled artisans have doubled in the past twenty years, the 

greater portion of the advance having taken place in the last ten 
years, and in particular since 1905, This increase represents an 
incTMse in real wages though not of the same extent as the rupee 
equivalent, and marks the operation of the law of supply and demand 
em^cipated from the dead hand of custom." ' These instances are 
t3T)ical of what was happening all over the country. 


1 CeceoBlal Moral and Matarial Progreia Report. 1913. 
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Mr. K. L. Datta has compiled the following 
nominal and real wages : 


table showing 
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If different industries are taken, it will be found that the rise in 
wages was not uniform. It is curious to notice that ' the coolies in 
tea gardens appear to be in the worst position, as their real wages 
have fallen 5 per cent, below those in the basic period, ’ though it is 
pointed out that these labourers get rice at a fixed rate, generally 
lower than the market rate. The comparative lowness of the wage 
on the tea gardens struck the committee which inquired into the 
question of Assam labour in 1906. The Director of Statistics 
observes. — “ It is interesting to note that the rise in the wages of 
industrial labour has not been so great as in the case of agricultural 
labourers and village artisans. Money wages have over long periods 
increased in all industries, and the rise has generally been greater 
than or equal to the rise in retail prices except in the tea, sugar and 
brewing industries. An examination of Indian wage statistics during 
the last decade shows that this is certainly the labourer’s day." ’ 


The rise in wages can, of course, be beneficial to labourers 
only when the prices of their necessaries of life have not gone 
up in proportion or the general purchasing power of the money 
waps has increased. If the field labourer is paid in kind and food 
grains become dearer, he obviously benefits ; but if he has to 
purchase food with his money wages, the increase in wages must 
be greater than the rise in prices. The factory labourer may have 
to pay more for rent, food and clothing and he may be none the 
better for enhanced wages. * In Bengal, ’ we are told, * the labour- 
ing classes were not much affected by high level of prices. The great 
majority are field labourers, who are mostly paid in kind. Their 
wages remain the same, but the value of grain has risen. When 
they are paid in cash, their wages have increased, notably in Bengal, 
where the supply of labour is frequently short of the demand.' 
^uy factors have to be taken into calculation, therefore, in estima- 
ting the effect of higher money wages upon the condition of labour. 


300. War and Wages s-A period of high prices is a time 
when employers demand for labour is exceptionally keen and they 
can afford to pay high wages. There is generally a lag, however, 

7 >>en once they do rise, it is not easy to 

““P'«®edented increase in wages was one 
of the effects of war conditions comb ined with the fai^ne and the 

1 R6Ti«w of tho Tndo of IndJo ia 1913-14. ^ — 
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influenza epidemic of 1918. The demand for labour was large 
during war time and prices of the necessaries of life were steadily 
rising. The cost of living reached a level at which it threatened to 
stand permanently. At any rate, each class of labour found it 
impossible to support life on the prevailing rates of wages. The 
index numbers computed on the rates of wages earned in different 
industries during January of each year from 1915 to 1918, as com- 
pared with the pre-war period are given below : — 


Movement of Industrial Wages, 


Industries 

1914 

1915 

1916 

1917 

1918 

Cotton, Bombay 

100 

103 

103 

106 

129 

Wool, Cawnpur 

100 

112 

108 

117 

118 

Mining (coal) Bengal 

100 

100 

100 

108 

116 

Tea, Assam 

lOO 

lOS 

103 

109 

119 

Brewing, Punjab 

100 

101 

109 

121 

130 

Jute, Bengal 

100 

101 

100 

101 

103 

Paper, Bengal 

100 

99 

99 

99 

100 

Rioe, Rangoon 

100 

100 

100 

100 

100 


The following table shows the percentage increase in rural 
wages of three classes of rural labour in the Bombay Presidency for 
1922 over 1900 and 1913 : — 


Percentage increase in wages 
in jgsi over 


1900 (tbe base year) 


1913 (tbe pre-war year) 



OftliDury Skilled Field Ordinary Skilled 

labour labour labour ! labour labour 


DiTiaions— 
Northern Div. 
Central 
Southern ,, 
Eoonomio circles 
Gujarat 
Deooan 
Konkan 

Preiideney Proper 



J 25 


.. 2 


. 211 
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The following table shows the average monthly earnings of 
men» women, big lads and children and of all work people working 
full time in the cotton mills in the Bombay Presidency in the years 
1914 and 1921 


Centra 


Bembey (City and Island) 


Work people 


^Men 
Women . 
Big ledadt 
ohildren 
All work 
era 


Monthly earninga per head 


1914 

May 


1921 

May 


A 

2 

u 

o g o 
.28 


Rs. 

as. 

P. 

Bs. 

as. 

P. 


18 

6 

8 

34 

15 

8 

90 

10 

0 

10 

17 

6 

6 

73 

9 

6 

7 

18 

0 

10 

98 

10 

6 

3 

1 

SO 

10 

0 

87 


Cantro 

Work people 

Monthly earninga per head 

1 

1914 

May 



1921 

May 



'Men 

15 

7 

1 

34 

8 

U 

Ahmedabad ... 

Women ... 
Bigladsft 

9 

15 

11 

19 

9 

4 

obiidren 
All work- 

7 

8 

8 

18 

6 

6 


. people... 

15 

9 

9 

so 

8 

11 


fMen ... 

14 

3 

11 

85 

IS 

9 


Women ... 

5 

IS 

11 

10 

15 

9 

Sbolapur 

Bis lads & 
obildreo 
AU work* 

6 

9 

6 

14 

18 

0 


. era 

10 

9 

4 

80 

9 

4 


fMen 

17 

0 

8 

SS 

6 

10 


Women ... 

9 

0 

1 

16 

9 

A V 

1 

Ffeatdenoj 

Big ladedk 
obUdren 
All work* 

7 

13 

4 

17 

3 

A 

7 


. era ... 

14 

11 

11 

^ 28 

14 

4 


oak 


181 

96 

158 

188 

68 

87 

184 

94 

96 

84 

119 

96 


• prevailed over large parts of the country 

m 1918 and the continued scarcity and high prices of certain 

f®f increase in wages every- 
rise m wages and the demand had to be opneeded. Tl,ere Z I 
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sharp rise in wages, therefore, in all industries after 1918 and a high 
level was reached in 1920-21. The wages of domestic servants 
and of agricultural labour had to be increased all round, and the 
salaries of government and private servants had to be considerably 
advanced. The successful labour strikes of the time for wages show 
how workmen were driven by the intolerably high cost of Hving to 

prefer a demand for an increase and how employers could not refuse 
to comply with it. 

In England, wages rose enormously during the War along 
with the cost of living ; and with the steady decline of the latter, 
proportionate cuts have now been effected in wages. This readjust- 
ment has been the result of friction and mutual agreement between 
employers and employees. There has been no standardised wage in 
different industries or in any individual industry in this country and 
no fixed standard of living for the factory workers. But the opera- 
tives in the Bombay cotton mills resisted a cut in wages proposed by 
the owners in 1 925 when the industry was in a bad condition. The 
importance of standardisation has now been appreciated, and the 
Bombay “ Labour office ” compiles and publishes cost of living and 
wage statistics regularly so as to help factory owners and operatives 
in following the movement of prices and labour earnings. This 
subject is further dealt with in a later section of this chapter. 

301. Causes of the Rise. — The relation of demand and 
supply is, of course, a great regulator of prices and among them, of the 
prices of labour. Workmen of a particular class may be in greater 
demand at a time and naturally their wages must go up. The 
gradual expansion of commerce and the development of industry, 
characteristic of the last thirty years, are certainly one of the causes 
of the steady rise in wages in India, and it is intensified, in certain 
areas and as regards certain industries, by the immobility of labour, 
and therefore, by a lack of competition. Take it or leave it, seems 
to employers to be the motto with labour of particular classes and 
grades. The available supply has also diminished owing to deaths 
due to epidemics like the plague, which alone has carried off over a 
crore of people since its advent into this country^. And the havoc 
made by influenza in 1 91 8 told visibly upon the supply of labour. 
High mortality among labourers thinned their ranks and it seems to 
have been an important factor in the situation.’ Conditons with regard 

} TbU subjeot has beeo already dealt with io Chapter V. 
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CO the supply of labour of different classes, in the pre-war, war and 

post-war periods, will be instructive to compare. In war-time 

demand for all kinds of labour was naturally very keen, and in the 

# 

times of depression which followed, unemployment became a 
serious evil, except for skilled and specialised workers. 

A general rise in prices is another cause of the increase in the 
scale of wages. Economists have discussed various theories con- 
cerning wages, such as the cost of production theory, the wages 
fund theory, the standard of living theory and the productivity 
theory of wages. None of these theories can be accepted as satis- 
factory by itself, though each one of them contains some truth, and 
they are all complementary to one another. Wages will rise if the 
wealth produced by a community increases owing to greater 
efiBciency of labour and of organization and to the application of 
more capital. But increased out-put of wealth is a condition and 
not a direct cause of the rise of wages, and the workmen must be 
sufficiently organized and intelligent to be able to secure their 
proper share of the increase. Similarly, workmen come to have a 
certain standard of life which steadily improves and necessitates the 
payment of a higher wage. Higher prices and increasing wants 
regulate the remuneration workmen must receive, if they are not tied 
down by custom. Generally wages lag behind prices and gradually 
overtake them as a result of economic friction. This is what happen- 
ed to factory workers just about the close of the war period, and also 
to government and private employees in India. Take, for instance, 
the case of an unskilled labourer in a city like Poona. The normal 
daily wage of a male labourer forty years ago was four annas. But 

at that time, Bajri used to sell at 16 seers and rice at 10 seers a 
rupee ; house rent was low, vegetable oil sold at 4 seers per rupee, 
fuel at 8 annas per maund, and a dhoti cost from 8 annas to 
rupees j and, on the whole, necessaries of life were cheap. Now 
the labourer seldom gets 5 seers of Bajri, 4 seers of rice and 1 ^ seer 
of oil per rupee ; fuel, rent and cloth have all risen by nearly more 
than 200 per cent.; and it is no wonder if ho demands 10 to 
1 2 annas a day as his wage. Indian labour is now, besides, being 
better organized and is becoming more intelligent, especially in 
largo industrial centres, and its demand for higher wages in response 
to dearer living, can no longer be ignored. In Bombay, Ahmedabad, 
Madras, Calcutta and many other places the strike weapon has been 

105 
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successfully used to extort higher wages. In times of prosperity, 
employers are compelled and consent to pay higher wages as high 

prices necessitate and allow of the rise. It is in times of depressiL 
that difficulty arises. 

302. Real Wages In Wew of the steady rise in prices 
after 1918 and the slow decline after 1922, it is necessary to ascer- 
tain the trend of the ‘ real wages of labour and this can be done 
by comparing the levels of prices and money wages over a series 
of years. The mere fact that wages expressed in terras of money 
have risen, is no index to the level of workmen’s living as the increase 
may be offset by the dearness of the necessaries of life. And 
again, while wages may be higher comparatively, they may be low 
absolutely. Let us first examine the movement of prices and wages 
in the pre-war year and the post-war period. The following table 
gives the index numbers for the prices of the chief food 
grains in important centres for the year 1921 as compared to 
those for 1913 : — 


Retail Prices in igzi, 
( Prices in 1913=100.) 



Rice 

Wheat 

Jawar 

Arbar Dal 

Salt 

Calcutta Port 

133 


••• 

190 

192 

Bombay „ 

140 

173 

191 

206 

123 

Madras „ 

143 


• •• 


153 

Bengal Presidency 

126 


• • • 

203 

160 

Bombay „ 

149 

201 

216 

202 

137 

Madras ,, 

133 

••• 

167 


131 

IT. P. 

156 

195 

210 

209 

149 

Punjab 

172 

218 

273 

237 

181 

C. P. 

165 

216 

210 

209 

132 


The following is the position in Assam, Calcutta and the United 
Provinces with respect to average wages : — 

Average Monthly wages on Assam Tea Plantations. 

( Non-Act Coolies ). 



1913-14 

1917-18 


1918-19 

1920-21 


Rs. a. p. 

Rs. a. p. 


Rs. a. p. 

Rs. a. p. 

Men 

6 13 

6 4 3 


6 5 9 

7 0 9 

Women 

4 11 5 

5 12 


5 15 

5 12 7 

Children 

2 13 7 

2 13 5 


3 15 

3 7 10 


Wages in Calcutta Jute Mills {Per Week). 



1914 


1921 

1922 


Rs. 


Rs. 

Rs. 

Spinners 

3'4S 


5 


5 

Wearers 

5-6 


9-2 


9-2 
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Index Numbers of Average daily wages in an 
Engineering Workshop in the U, P, 

( Rates for 1 873=100 ). 



1900 

1910 

1915 

1918 

1921 

1922 

Skilled Labour 

... 94 

116 

148 

145 

194 

200 

I7n0ki1Ied 

... 107 

16’ 

147 

173 

280 

293 


Variations in the nominal and the real wages in Bombay are 
shown in the following statement : — 

Index Numbers showing increase in the cost of living and 
nominal and real wages in Bombay in Aprils ig22, 

(idl4=>100) 

Coat of living Nominal R«al 

Wages Wages 

Mill Operatives:—* 

Time workers 162 189 117 

Piece „ 162 17i mo 


Real 

Wages 


Time workers 162 

Piece „ 162 

Power House and Maintenance Staff 162 
Miscellaneous 

Stores and Qodowus 162 

Ramosbis 162 

Mill Clerks 162 

Women 

Time Workers 162 

Piece „ 162 

Mill Sweepers 162 

Boyd and Children 

Full time 162 

Half .. ifa 


189 

174 

183 


117 

108 

113 


162 

162 


166 

204 

192 

159 

169 

187 

180 

185 


Real Wages in Rural Areas in Bombay Presid^cy^ 


103 

126 

119 

99 

105 

116 

112 

115 


e* . 

C gg 

ft M 

^ o 

I- 


Index Nos. of nominal wages Index Nos. of real wages 


Field Ordinary Skilled 
labour labour labour 


Field Ordinary Skilled 
labour labour lab ur 


1910al00 


1914 117 
1921 195 


1922 


200 


180 

270 

290 


183 

258 


133 

217 

233 


154 

138 

145 


156 

132 

142 


114 

111 

117 
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303. Standard of Living;— Speaking generally, the effec- 
tiveness of the labourer’s income depends not only upon the pur- 
chasing power of the money wage, but also the advantages the work- 
man enjoys as additional conveniences and gains e. g. housing, fuel 
&c., aud the continuity or unsteadiness and uncertainty of employ- 
ment. High wages measured in money, may thus be accompanied by 
disadvantages inherent in some industries or incidental to the ups 
and dow’ns of trade and manufacturing activity. Several factors have 
to be taken into account in judging of the sufficiency or otherwise 
of remuneration received by the labourer ; and conditions in this 
respect are different in agriculture, cottage industries and factories 
of the modern type. The raw materials handled, tools and imple- 
ments used , the machines looked after, the place and the time 
occupied, the residential accommodation obtained — all these tell upon 
the workman and the satisfaction he strives to wrest out of the 
product of his work. It should be borne in mind, besides, that even 
w’here some rise in real wages has taken place, it represents, in the 
majority of cases, only a slight advance of workers' low standard of 
living towards the region of a decent livelihood. 

An inquiry into the relation of wages and the cost of living of 
Indian factory workmen made by some foreign representatives of 
labour' in 1927, revealed that the average wage in the cotton mills 
in Bombay, where the remuneration of workers is higher than almost 
all other industrial centres in India, was about Rs. 40 per month, 
that a few received Rs. 50 to Rs. 55 and that the large majority 
obtained Rs. 30 to 35, wliile the minimum cost of living was found 
to be Rs. 40 per month, so that for a family of five persons, the 
wages of a considerable number of workers, were insufficient, unless 
they w’ere supplemented by the earnings of other members. The 
lot of w’eavers was better, and workmen doing skilled jobs 
earned higher wages. But the monthly wage of the spinner 
was Rs. 27 to 30. Women rarely received more than Rs. 

9 per month, and the day labourer got about Rs. 14. Wea- 
vers in Ahmedadad, where the cost of living was lower than 
in Bombay, obtained Rs. 43, those in Sholapur Rs. 20 on an 
average and Rs. 38 in special cases, and those in Madras Rs. 
27-30. At the last two places, spinners' wages amounted to Rs. 16 


1 Karl S:brad 3 r aoi F. J Fariw'dDgler: Das W eterktige Indian. 
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to 1 8. At CawDpur and Indore the weaver did not receive more than 
Rs. 20 per month. The authors of the book from which the above 
figures are taken, go on to show that the wages paid by certain tram> 
way and railway companies in south India were very poor and char- 
acterise the wages paid in the jute mills of Calcutta as miserable. 
They feel convinced, from a study of the subject, of the truth of the 
remark that millions of people in India must be half starved. Accor- 
ding to them, there is little to choose between Indian-managed and 
European-managed industries in the matter of the low wages paid to 
their workmen, though the latter are more efficient and productive. 
The severe depression which overtook industries in India in post- 
war years, particularly the mill industry in Bombay, was put forward 
as the chief excuse for a reduction in wages in the latter, but work- 
ers resisted both a lowering in their earnings and the proposal that, 
in the alternative, they should put in more work.' A prolonged and 
bitter lockout and strike were the result. On account of the unor- 
ganized nature of Indian labour, its wages are not strictly adjusted 
to the industrial conditions and to the level of prices and of the 
cost of living. 


309. Factory Life :—As to conditions of work and living 
they vary with the kind of industry in which the labourer is en- 
gaged. Work in the fields is, of course, the best from the point of 
view of the labourer's health, and though village sanitation in India 
IS far from satisfactory, life in the open air and in cottages or small 
houses H preferable to residence in overcrowded tenements in 
ctbes. The labour of the cultivator and the farm servant and the 

simple life they lead m rural areas are a theme of appreciation with 
poets i and economists need not hesitote to join in the praise. The 

feet must not, however, be lost sight of that the work in the fields 

IS seasonal and there are long speUs of unemployment. To large 
numbers of village workers migration to towns and industrial cel- 
tres means substantial reUef from starvaUon. Then again, there is 

doubtless much sweating in some of the home indusWes ; but on 

the whole, there IS greater freedom enjoyed by onerativp,\.n» j 

in indigenous industries of the old type M&Iv engaged 


1 8«e Fawcett CommUt«o«iRepojt, 
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of city life such as drink shops, are insidious, disruption of family 

life is dangerous and the physical and the moral condition of the 

operatives visibly suffers. The periodical migration of city labour 

to village homes affords relief though it disturbs the work in the 
factory.* 

It is the monotony of attending to machinery, working in stuffy 
laces in the midst of constant noise and bustle, residence in over- 
crowded rooms and the continuous strain which labour in factories 
and workshops imposes, that tell upon the health of the operatives. 
The autonomous worker is his own master and he and the members 
of his family, who may Iiavc to work long hours, have still the con- 
sciousness of independence and enjoy an amount of liberty which is 
denied to the operatives w'orking for a master. The latter have to 
toil at their wearisome task and their lot is often hard. The social 
effects of the factory system on labourers are very detrimental, 
especially when women are employed. There is no one to look af- 
ter the children left at home and the domestic life of the operatives 
is rendered miserable. Coolies and artisans often migrate with 
their families to the vicinity of factories and mines, and men and 
women are employed at the same works. The wages they obtain 
are not a sufficient compensation for the detriment caused to the 
family and social life of the labourers. The women employed in the 
coal mines, for example, worked along with their men folk and often 
took the children down the mines. The proposal to prohibit the 
employment of women underground was met by employers with the 
argument that the prevailing practice was approved by the workers 
as being remunerative as \vell as harmless. But the legislature gave 
the mine workers the protection they needed. 

The jobber supplies labour in several Indian mills and 
acts as a middleman. This system frees the employers from 
all worry about the recruitment of labour, but it places the 
workmen at the mercy of an irresponsible and often unscrupulous 
person bent upon personal gain. Wages are not paid weekly 

1 The Indian factory labourer is described by the Factories Commission of 
1907 as follows:—** In almost all c.ises bis hereditary occupation is agriculture : 
his home is in the village from which he comes, not in the city in which he 
labours ; his wife and family ordinarily continue to live in that village : he regul- 
arly remits a portion of his wages there; and be returns there periodically to 
look after bis aflFairs, and to obtain rest after the strain of factory life. 
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as in England and operatives have to borrow to satisfy their 
daily requirements. Wages are usually kept in arrears and are paid 
weeks after they are due. Children are made to work in factories 
when tliey should live a life of freedom in the open air, and this 
leads to the physical deterioration of the young generation of work- 
ing men. There is no ‘home’ for workmen when their wives have 
also to work in factories. The health of children must suffer under 
these conditions. The position of artisans, like the carpenter, the 
blacksmith and the mason, is far better ; their wages are lugh ; they 
enjoy greater liberty and their work is not so taxing. Persons 
possessing skill and working in factories and workshops, occupy a 
similar position. Where works are situated in localities at a dist- 
ance from crowded towns and accommodation is provided by em- 
ployers, the operatives have not much ground for complaint. Re- 
sidence in crowded and dirty ‘chawls’ and ‘busties,’ combined with 

work in mills and mines, brings on physical deterioration and 
disease. 


305. First Factories Hct :-It was, therefore, to the factory 
operatives that attention was early directed, and experience of 
western countries led the State in India to legislate for their protec 
tion. By the close of the third quarter of the nineteenth century, 
factory legislation had steadily expanded in England and a con- 

solidating Act in connection with it was passed in 1878. During 

the twenty.five years preceding that date, the cotton and the jute 
texUle industry had shown remarkable progress in this country, and 
attention of philanthropists and the rivals of Indian manufacturers 
m Great Britain was drawn to the conditions of work of the factory 
hands in Bombay and Calcutta. "In Bombay the Brat mill w/= 

“olffioif '■ fi-tyear for which complete 

r cotton spin- 

and^l ““ aggregate of 1 3,307 looms 

persons” ’ ^ average employment of 39,537 

persons. The Secretary of State for India was urged in 1 874 and 

the to^dr M ” Parliament, to order an inquiry into 

the condition of labour— specially the lone hours for wh-vu ^ 

and children were made to work in the Jls-in t^e f t™" 

and he asked the Goyernment of BombaTtt male ^n “tttsuS 
in theXly If submitted ite report 
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That philanthropy was not unmixed with self-interest in Great 
Britain in relation to the demand for State regulation, is shown by 
the warning of the Earl of Shaftsbury, a friend of factory labour, 
that raw material and labour being cheap in India, “if we allow the 
manufacturers there to work their operatives 1 6 or 17 hours and put 
them under no restrictions, we are giving them a very unfair 
advantage over the manufacturers of our own country, and they might 
be undersold, even in Manchester itself, by manufactured goods import- 
ed from the East.”’ The chief points considered by the Commission 
of 1875 and its views on them, are reflected in the recommendations 
tliat (1) machinery should be protected, (2) children should not be 
employed under eight years of age, (3) childern from eight to four- 
teen years should not work more than eight hours daily, (4) hours 
of labour, including one hour of rest, should not exceed twelve hours 
a day, (5) all factories should be closed one day in seven and (6) 
good drinking water should be provided in every factory. 

The inquiry of the Factory Commission, which was restricted 
to Bombay City, was supplemented by investigation in other indus- 
trial centres in the Presidency, and the Government of India 
introduced a bill based upon the information collected and the views 
ascertained, in the central legislature in 1 879. The first factory law to 
be enacted in India, viz. Act XV of 1881, which resulted from 
the bill and the discussion that it evoked, was made to apply to the 
whole of British India and it did not pretend to control adult labour, 
male or female. It gave local governments the power of inspection, 
and provided for the fencing of machinery and notifying of accidents 
and regulated the employment of children, the imnimum of their 
age being 7 and the maximum 12 years, and their daily hours of 
work being restricted to a maximum of nine. The Act was to 
apply only to factories in which not less than 100 persons were 
simultaneously employed and power was used. The first Factories 
Act was thus a compromise between the principle of State regula- 
tion of the conditions of work in factories and the claim tliat the 
State should not interfere in the relations between labour and 
capital, and was, therefore, an exceedingly mild attempt at interven- 
tion on the part of the government. 


1 For a good summary of the history of factpry legislation in India oon 

lult Prof. J. 0. Kydd’i book on Factory Legislation, 
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30&. FaCiOries ftct of 1891: — It was consequently inevitable 
that the legislation of 1 881 should be regarded as inadequate for the 
attainment of the object in view ; and the Government of Bombay 
set the ball rolling in ISS4 by causing a fresh inquiry to be made at 
the hands of a repiesentative committee. A Medical Committee 
was also appointed to examine the condition of the health of mill 
operatives. The Sanituy Commissioner was likewise asked to 
report on the state of sanitation in the mills, factories and 
workshops. Mr, Meade King, an Inspector of Factories in England, 
liad been invited and had already reported on the working of the 
Factories Act of 1 881 ^ The proposals of the Commission referred 
to the following points: — (1) sanitary provisions, (2) raising the 
minimum age of employment of children to 9 years, (3) raising the 
age at which a child may be employed as an adult, to 1 4 years, (4) 
the restriction of hours of employment of women, (5) statutory 

provision for four holidays per month for women and children, (6) 

examination by a certifying surgeon of a child who is to be employ- 
ed, (7) making obstruction to an Inspector punishable by law, 
keeping and producing a register of children employed and 
extending the Factories Act to factories in which not less than 
ten women and children are employed. 


fu Secrefciry of State for India continued to evince interest in 
the discussion of the above questions and there ^Yas a good deal of 

between him and the Indian government. The 
latter, while accepting the necessity of further legislation, was 
isposed to think that Indian conditions being peculiar, Indian 

T ^respond oios0ly to the British Acts, 

the judgment of the Government of India has been warped by the 

introduced ! t ond, and while the Indian government had 
siifTirp^f^® Factories Act, the Secretary of State 

force on the first day of January, 1 892. * 

1 J. 0. Kydd : A History of Paotory Leglilation iaXodldi ' 
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The provisions of the amending Act of 1891, may be summed 
up in the following words taken from “ Labour in Indian 

Industries This Act was a distinct advance on that of 1881. 

It was made applicable to all establishments using power where not 
less than 50 persons were employed while local governments had the 
authority to ertend its provisions to places w’here not less than 20 
persons were employed. Children were given a much ampler 
degree of protection. The age limits were raised to 9 and H 
respectively and the hours of work were limited to 7 in any one 
day and had to he between the hours of 5 a. m. and 8 p. M. A rest 
interval of one half hour's duration was also prescribed if the hours 
of work amounted to six. Restrictions were placed on the employ- 
ment of women and they were not to work in factories before 5 a.m. 
and after 8 p. M. except in places where a system of shifts had been 
approved by the Inspector. Their hours were limited to 11 in 
the day and they enjoyed an interval or intcr\mls of rest amounting 
to at least 1^ hours if the full 1 1 hours were worked. The hours of 
work for men were not limited but there had to be a stoppage of 
work for half an hour between 12 and 2 and a weekly day of rest 
was also secured. Another feature of the Act was the introduction 
of provisions to secure ventilation and cleanliness and to prevent 
over-crowding in factories.’’ 

307. Factories Act of I9II. — The jute mills in Dundee 
had begun to feel the severity of the competition of the Calcutta 
factories; and in 1895, they urged the Indian Secretary of State to 
inquire into the alleged evil of the employment of women during 
night hours in the Bengal mills. This outside meddling in Indian 
industrial affairs was resented by the Calcutta manufacturers, and the 
local aud central governments expressed the opinion that a case for 
investigation and further restriction had not been made out. For 
ten years, therefore, there was little activity in relation to the 
strengthening of the factory law, and it was only on the return of 
the Liberals to power in 1906 in Great Britain that textile workers 
in Great Britain took up the question of further legislation in India. 
The Textile Factories Labour Committee was appointed towards the 
close of 1 906 by the Government of India and a commission was 
appointed in October, 1907 to complete and supplement the preli- 
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minary work done by the small committee. The commission made 
a comprehensive investigation and an elaborate report. It condemn* 
ed the work of factory inspection as inadequate and inefficient and 
recommended an increase of the staff of full-time inspectors. 


The increasing use of electricity in the Bombay mills made it 
possible for the operatives to work for 1 4 or 15 hours a day, and 
the industrial boom of 1 904-05 rendered such excessive hours of 
work notorious. The majority of the Commission deprecated any 
limitation of the working hours of male adults. But they recom- 
mended the creation of a class of " young persons ” between 14 and 
1 7 years of age who were not to work for more than 1 2 hours a day, 
thus indirectly limiting the hours of work, for adults to 12. The 
reduction of the hours of children’s work from 7 to 6 hours £|nd the 
assimilation of the restrictions placed upon the employment of 
women to those proposed for the “young persons" class, had 
important consequences. The direct provision about the limitation 
of the textile operatives’ hours of work to a maximum of 1 2 hours 
during any one day, made in the Act of 1911, was regarded by 
employers as extraordinary and as an unnecessary encroachment 
upon individual liberty, ^me mill-owners indeed welcomed the 
restrictions as calculated to prove beneficial to the operatives and to 
enhance their efficiency. But others strenuously opposed the innova- 
tion as injurious to the interests of workmen as to those of emplo- 
yers. It was said that the evil complained of was not widespread • 
that the operatives did not want the limitation of hours ; that they 
worked willingly for a longer Urae as they obtained more wages 
for the additional work ; that the work did not put an excessive tax 
on the health or the energ)' of the workers ; and that the agitation 
in the press for restriction was misleading and not entirely unselfish. 


was no similarity bet- 
VMn the conditions of the work of western operatives and those of 

e Indian labourers. The disparity and the consequent undesir- 

kw If F law to the corresponding 

law of Eng and, were recognized by the Commission of 1 907 which 

worker.— The Indian factory worker is, in general, incapable of 

probnged and intense effort; he may work hard for a comparative! v 

short period, but even in such eases the standard atSTmuch 
below what would be expected, in similar cireum^nLV iu a j 
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European country. His natural inclination is to spread the work* he 
has to do over a long period of time working in a leisurely manner 
throughout and taking inten-als of rest whenever he feels disinclined 
for futher exertion. Meals are generally eaten during the working 
hours of the factory ; the midday interval is sometimes devoted to 
sleep ; and the operative leaves his work frequently throughout 
the day in order to eat, smoke, bathe and so on." Working the 
factories for reasonable hours appeared to the Commission as one of 
the cures for the slackness of Indian labour. 

The Indian factory labourer has produced upon visitors from 
foreign countries the same impression as the one expressed above 
and echoed by the representatives of capitalists in the debates in 
the Imperial Legislative Council, on the Factories Bill of 1910.* But 
his laziness and lack of concentration did not justify excessive hours 
of work at noisy, nerve-racking machines in the midst of surroundings 
that were bound to prove harmful to liis health. And the accounts 
which were published, of the conditions in which the mill liands lived 
and worked and earned their wages, could not but excite the 
sympathy of the public; and, in the long run, it was felt tliat the 
employers themselves were bound to suffer owing to a loss of efficiency 
in their workpeople. Factory owners are not, however, inclined to 
look ahead or feel for their labourers as they feel for their own 
profits; and though there are honourable exceptions, this is the usual 
conflict of interest between capital and labour. The interest taken, 
for half a century, by Lancashire manufacturers in the condition of 
Indian factory labour, especially that engaged in the cotton textile 
industry, created an atmosphere of suspicion round the labour 
problem and complicated the situation. Political influences brought 
to bear upon Indian labour from abroad and within the country, 
have had a similar effect. 

308. Labour Organization Labourers in India have been, 
until recently, almost absolutely unorganized,* ignorant and unenter- 


1 3rd January^ 1911. 

2 For the present the condition of the In Jiao working man is wonderfaHy 
like that of tlio English working womiiu. Ho does not understand bn own 
position well enough to enable him to act effectively. Ooly the f&intest ghmmer 
of Trade Unionism is streaking bis horizon with light/'— J. Ramsay Macdon.-ild: 
The Awakening of India. 
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prising. The Indian factory worker does not generally settle in or 
near the industrial centre; he has his ancestral home and patch of 
land, perhaps the property of a joint family, to which he returns 
during certain seasons of the year. He lias been described as ^an 
agriculturalist first and an agriculturalist last.' He supplements 
the family income by his wages as a factory operative. A prole- 
tariat is being steadily formed in this country; but it does not 
consist, as in the West, of landless men who liave made crowded 
cities their homes and places of work year in and year out and who 
liave little to draw them away to the village. This is, from one 
point of view, a satisfactory feature of the workman’s life ; but from 
the point of view of the work in the factory, it leads to disorganiza- 
tion and waste. "The employer of labour in this country," it is 
said therefore, “is wholly at the mercy of his operatives." 


The population of factory workers is not homogeneous though 
persons hailing from the same parts of the moffussil are found to 

congregate and to have a community of feeling and interest. This 
makes industrial centres places of only temporary residence and the 
prospects of workers are not indissolubly bound up with the local- 
ities and the industries in which they are ‘employed. These 
factors, combined with the ignorance and the illiteracy of labourers, 
do not make them suitiible material for organizations equipped for 
concerted action conducive to common good. Now and again, small 

stnkes occurred among factory hands, in the past; but the use of 

this weapon was neither systematic nor sustained. Railway, 
postal and telegraph employees could achieve some measure of 
success owing to their advantage in matters of education, social 

If workers at 

Alimedabad and of postmen in Bombay in 1 91 S, showed how a sub- 

sUatial increase of wages could be obtained by concerted nod sustain- 

f df lso“h““ “"d government employees 

and also how employers could resist extravagant demands by mLns 

of organised opposition.' The strike was for a long time only a 

there were no labour organ^za- 
lions behind the workmen most of whom are illiterate. Neither 

employers nor workmen, as cori>orate bodies, had made s itiff!. 

arrangements for the performance of funcUons which trade'unioas 
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in the West have taken upon themselves. The union and the 
solidarity temporarily created by the intensification of a serious 
grievance or forced by active agitation among workers, have rarely 
survived the success or the finlure, total or partial, of a strike. The 
male and female jobbers ( the Naikins of the Bombay mills ) are 
hardly capable of organization work and are only labour-supply 
agents.' 


During the past few years, however, systematic efforts liave been 
made to organise labour ; and labour unions were first started on 
systematic lines in Madras. Bombay, Ahmedabad, Calcutta, Jam- 
shedpur are now important centres of labour unions, and the 
attempt is being made to run them on western lines. Railways 
and the Docks furnish conditions which are specially 
favourable to organization. There are, in the unions, committees 
of management and secretaries, many of whom are outsiders and 
voluntary workers, and monthly subscriptions are taken from mem- 
bers. The funds thus collected are, however, far from adequate for 
the performance of any of the functions characteristic of trade unions. 
Even during strikes, the workers have to fall back upon public 
charity. The movement is steadily spre.ading and different classes 
of workers, in different parts of the country, are being organized in 
unions. It will take years before they assume the shape, the func- 
tions and the strength of labour organizations in Western countries 
but they are clearly moving in that direction. An All-India Labour 
Conference, convened to elect a representative for attending the 
international labour conference, was a significant move and showed 


the trend^f the development in India. The Indian Trade Union 
Congres^ now t^rccognized central organization for this country. 

309. Trade Unions and Legislation It will thus be seen 


that the trade union movement in India is still in its infancy. The 


1 “TUe jobber is still the master of the situation and Sods it to his icterest 
that tbore should be frequent obauges acuong the bands”: — Collector of Bombay, 
reviewing Report of tho Caief Inspector of Factories in 1912 . J. Bamsajr Mao* 
donald thus describes the situation:—” One finds this industrial class swarraing 
in over-crowdi d coolies' lines, sometimes regimented by an overseer to whom the 
workers owe their job and who in consequence demands commissions from them, 
soiuetirnes living in ordinary working class parts of the town under exceptionally 
hard conditions*” 
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umber of the unions fluctuates from time to time, and some of them 
are only paper organizations. Statistics regarding these bodies must, 
therefore, be Liken with considerable reservation. There are in the 
whole of India about 1 70 trade unions with a total membership of 
well-nigh upon 2 ^ lakhs. There are in Bombay city alone a dozen 
well-regulated unions, most of them started in the course of 1 920 
and 1921 with a membership ranging between 350 and 10,000 each. 
Ahmedabad has 10 unions, which are believed to be well-managed. 
There were no less than 36 unions in the Bombay Presidency iu 
the year 1925 with a total membership of 50,000. The natural deve- 
lopment of the increase in the number or trade unions is the creation 
of federations. The Ahmedabad Labour Union is thus a federation 
of five separate unions of cotton mill workers in the capital of 
Gujarat. This is one of the best organized federations in the country 
and it pays to its members several * benefits ’ including the strike and 
victimization benefit. It conducts schools and maintains a hospital 
and lends money at cheap rates. Its membership is 1 4,000. The 
AU—India Postal and R, M. S. Association has a membership of 
30,000 and the same membership is shown by the All-India Rail- 
waymen’s Unions' Federation. Many of the workmen's associations 
are not trade unions in the accepted sense of the word and have no 
regular funds and do not function as active unions.' The All-India 
Trade Union Congress started to combine the trade unions with 
its headquarters in Bombay. Forty unions embracing varied indust- 
ries and trades Imve been affiliated to it and it represents over 
1 ,00,000 workers in India. Regular membership, punctual payment 
of subscnptions, a sUong and active executive and continuous effort 
for the progress of the movement, Which are the characteristic 
features of trade unionism in the West, are still lacking in India, and 
It is to be seen how development shapes itself in the near future. 


In the meanwhile, questions of tremendous importanceto labour 
such as legislation in conneaion with the registration and protect 


1 AooordiDg to the Industrial Disputes Committee of 1921-22. nominallv 

7 T" at the time of its inquiry. 18 unions with 79.614 members 

m Boabay Uumons with20.863 members in Ahmedabad and 17 unions with 
8.-5^ members m the rest of the Presidency. The Committee observes :--Strike 
Committees anse calling themselves trade unions and demanding the privileg^ 

of trade unions without any means of discharging the reaponsibiUties thereof 
But these are the growing pains of trade unionism... ” 
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tion of unions lind been under discussion and measures to establish 
a suitable machinery for conciliation and arbitration were being 
thought out. As Mr. Montague, when Secretary of State for India, 
in reply to a deputation that waited on him in connection with trade 
union legislation contemplated in this country, said : “there is no 
provision in India for the registration of trade unions; there is no 
provision in India for vesting the property of trade unions in 
Trustees with power to sue and liability to be sued in respect there- 
of; there is no legislation in India for the protection of trade unions 
against certain actions of tort or in peaceful picketing." All these 
imrtters had to be provided for by effective legislation. Trade un- 
ionism and legislation in connection with it, have grown steadily in 
England in the midst of severe trial and trouble, and adjustments 
have been made from time to time as they were found necessarj’. 
British labour legislation will provide a valuable guide in India 
but it will have to be modified in important respects before it 
can be applied to the conditions obtaining here. The problem 
bristles with legal and practical difficulties, but it had to be faced; 
and there was a consensus of opinion in the country that trade un- 
ion legislation calculated to protect and to facilitate the progress of 
labour, was urgently required. The Trade Union bill introduced by 
the central government, in 1925, provided for the optional registra- 
tion of unions and granting special privileges to registered bodies 
with respect to immunity from civil suits and criminal prosecutions. 
With a few modifications it became an Act in 1926. This piece of 
legislation will be referred to again later. 

Labour strikes and lockouts having now become a famihar 
feature of the industrial life of the country, the question naturally 
arose, if it was not possible to compose the differences between em- 
ployers and their workmen in an amiciible manner so as to avoid 
the waste, the hardsliip and the bitterness that the struggle always 
creates. A good deal of experience has been gained in this connec- 
tion in other countries and the machinery of voluntary and compul- 
sory conciliation and arbitration has been set up with a considerable 
amount of success. In 1921, the Government of Bombay appointed 
the Industrial Disputes Committee, on the recommendation 
of the provincial Legislative Council, “to consider and report 
tipon the practicability or otherwise of creating a machinery for the 
prevention and early settlement of industrial disputes. The com- 



EMPLOYERS AND LABOUR 


845 


niittee came to the conclusion that in all cases of dispute a Court of 
Inquiry should be constituted on the application of either party, that 
a court of conciliation should be constituted only on the application 
of both parties to a dispute and that Government should have power 
to move without the application of either party only when peace, 
order and good government are seriously prejudiced. The central 
pvernment was expected to legislate for this purpose, but did not 
immediately move in the matter. All-India legislation has been at- 
tempted for providing for the formation of panels representing differ- 
ent interests out of which boards are to be selected for investigating 
causes of dispute with a view to bring about a settlement. Works 
committees have recently been established in some factories with a 
similar object and a few of them are reported to be doing well. 


310. Employers and Labour:— A few conscientious em- 
ployers are trying to provide good houses and other amenities of 
life to their workmen and education to their children : and the 
arrangements made in this connection are satisfactory. The ex- 

^ ‘3 as much in their own interest as in 

ttot of the working men. No one would like to have here the 

laboim troubles t^t have now become a common, chronic feature 
of industrial life in the West. But the remedy for this does not lie 

atwrf T unorganized; it lie. 

vent the 

Indian workmen will appreciate the re^k of°a leatoTf Western 

rizr- tS"'- 

•olution of the proLm is very difficult tS 

1 J. Bimiay Mtodonali " ' 

107 
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ignorance,' extravagance and nee. Disorganization of the old social 
and econonyc system and illiteracy are the two principal obstacles in 
the way of the promotion of the well-being of the working classes. 
The problem must be tackled from the two ends, the employers and 
the workpeople. The employers in their own interest, have to 
organize the supply of labour and promote its efficiency. The labour 
population in towns is a floating population and employers are not 
sure if their money would be usefully spent on its improvement. 
But it is pointed out that if life in the centres of industry is made 
more attractive than it now is, the workmen mav be induced to live 
there more or less permanently, in spite of their attachment to the 
village home and lands. The proper housing of factory hands, the 
education of their children and a general improvement in the condi- 
tions of work in factories, are directions in which reform is required. 
There has already been much talk about these questions, but there 
are only a few isolated instances of employers who have taken them 
up seriously. On the whole, there is apathy and lack of concerted 
action in these matters.* 

In other countries there are splendid organizations of work- 
men and they have now won for themselves an important place in 
public life. Their action is both beneficent and militant. The trade 
unions help their members in a variety of ways and try generally 
to improve the position of the working classes. On the raUitant 
side also they have won notable successes, particularly in lessening 
liours of work and increasing wages, and the State itself lias come 


1 “It should always be remembered that tbelodian labourer must be led aod 
DotdriTen. Ho is not as is the inhabitant of westoro lands consumed by the 
desire to rise in the world. The caste and joint family system bold him back and 
he It content with the simple fare end surroundings as his father bad before him. 
If dissatisbed with conditions of work in towns he will make no complaint but go 
Lack to his village life."— Fremantle : Report on the condition of labour id the 
United Provinces. 

2 In the Tata Iron and Steel Works at Jamshedpur up-to-date aud ideal 
arrangements have been made for the housing and the general 
labourers. But even there, these are inadequate and there was, in 19 ,a 
strike on a large scale which was repeated a few years later and 
which indicated the advent of new conditions. Employers of labour in 
several cotton mills and other factories are also making 

‘Welfare funds* have thus been started in connection with certain mills ® * 

bay and larg 0 acnouotft takao out of profits ara utllisad iu promoting t a wa a 
ing of tha oparativaa. Diapaoasrlaa and grain ahopa axa attaebad to ac ona 
and obawli have been erected in the vicinity of mills for housing workmen. 
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to the assistance of the labourers by making arrangements for old 
age pensions, insurance against sickness and disablement. There is 
unfortunately a tendency among workmen to go to extremes in the 
matter of strikes and hence they have lost public sympathy which is 
their great asset. 

Unskilled labourers and women are, as a rule, at a disadvantage 
and have to be content with low wages and unsatisfactory conditions 
of work. But workers in docks and other places where great phy- 
sical strength is required in lifting and carrying about heavy loads 
earn high wages. In India, labourers are scattered, except in large 
industrial centres, and concerted action is impossible in their case. 
The old caste organizations are unsuited to factory life as in factories 
there is a promiscuous mixing up of different castes. The lives of 
operatives have to be adapted to their environments so that they 
may try to improve them. Even where workmen are congregated 
in numbers, they are helpless, without leaders and without organiza- 
tion. Spread of education among them will alone enable them to 

understand their rights and to make efforts to improve their condi- 
tion. 


The lot of the labourers engaged in factories, mines, railways 
and on plantations may be improved by the beneficent action of 
far-seeing and sympathetic employers, as much as by combined 
pressure brought to bear upon them by the operatives. In agricul- 
ture and the other indigenous industries in which the bulk of the 
Indian labourers are engaged, combined action on the part of work- 
men is not to be e.xpected and the good sense of the employers must 
be trusted to ensure satisfactory conditions of work and decent 
wages. There is a large amount of casual labour employed in these 
industries, and its wages are determined by the number and the 
needs of the workmen. The employer will usually give his labour- 
ers just enough to enable them to keep body and soul together and 

they are often at his mercy. Such labour is inefficient and dear 
even for low wages. 

311 Housing and SanitaUon ^-Workers in factories, in 
mnes and on the plantations form a smaU part of the total labour 
force of the country. The condition of factory workers has aftmot- 
ed greater attention because it is more conspicuous and it involves 
the evils of modern industrialism. But there is do reason to suppose 



84S 


WORKMEN AND WAGES 


that workmen engaged in other industries are better off, though 
there are in their position certain compensating circumstances pre- 
sent. Now that labour is being organised and is preparing to take 
the problem of improvement in its own hands, it may be expected 
that progress in the direction of higher wages, fewer hours of work, 
sanitation, housing etc., will be steadily kept in view and systematic 
efforts will be made to achieve it. 

It is often stated that the efficiency of Indian labour is compar- 
atively low' and that the Indian workman is content with a very low- 
standard of comfort. It is said that “the Indian workman, speaking 
generally, takes advantage of the greater earning power given to him 
by increased wages to do less work, and shows no desire to earn 
more money by working more regularly or by improving his own effici- 
ency.” The Industrial Commission made a careful enquiry into this 
aspect of the labour problem and was inclined to take the \iewthat 'the 
remedies for this state of affairs are a rise in the standard of comfort 
and an improvement in public health.’ The Tariff Board found that 
considering the wages obtained by labour in the organized industries 
of the country, its efficiency was not low, though employers com- 
plained thiit workmen were not ambitious and did not care to earn 
more with greater regularity, skill and efficiency. Education, improved 
housing and a general policy of betterment, in which an organization 
for the care of public health must play a prominent part, are the 
means suggested to attain the desired end. Shorter hours of work, 
facilities for recreation, provision of cheap shops for the sale of 
articles of every day consumption, co-operative societies, are some 
of the principal measures that must be taken to bring about a sub- 
stantial improvement in the condition of factor)- labour. 

The housing problem is one of the most urgent that must be 
tackled in this connection. Large-scale production means the con- 
centration of workers in restricted industrial localities which have 
the inevitable tendency to become congested. Conditions in this 
respect vary from industry to industry and from province to province. 
In cases where factories are situated at a distance from towns, decent 
housing accommodation can be conveniently pro\-ided though even 
there, employers are unwilling to meet the large initial cost required 
therefor and incur it because labour would not be attracted and 


1 See p:^ges 178-179 &bo7o. 
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would not become stable otherwise. But io places where factories 
are located in thickly populated areas and in places where cheap and 
sufficient land is not available^ housing conditions ore unsatisfactory. 
Government and local authorities must co-operate with employers in 
securing suitable sites for erecting factories and housing workmen. 
The duty of providing sanitary houses, can not be thrown entirely 
on the shoulders of employers, though the latter must not shirk their 
responsibility in the matter. Some enlightened employers have 
been alive to their duty, and housing arrangements made and the 
social and intellectual amenities provided in certain mills and factories 
are worthy of imitation elsewhere. 

The position of Bombay city with reference to the location of 
mills and housing, is peculiar. A few of the *chawls‘ occupied by 
factory and other workers, constituted the worst accommodation that 
could be imagined.' The Report of the Industrial Commission 
described them thus “The rooms, especially those on the ground 
floor, are often pitch dark and possess very little in the way of 
windows; and even the small openings which exist, are closed by the 
inhabitants in their desire to secure privacy and to avoid the 
imaginary evils of ventilation. The ground floors are usually damp 
owing to an insufficient plinth; the courtyards between the buildings 
are most undesirably narrow and, therefore, receive insufficient sun 

and air. They are also very dirty. Water arrangements are insuffi- 
cient and latrine accommodation is bad, though the latter is being 
steadily improved. An insanitary smell hangs round these build- 
ings." The one-room tenements occupied by a large proportion of 
workers produce heavy infant mortaUty and destroy the privacy 
and the decency of domestic life. Increased accommodation in 
healthy model chawls has now been provided in Bombay and radical 
^provements have been effected by the Development Department. 
But unfortunately many of the chawls have remained unoccupied. 
The 'basties' about the jute nulls near Calcutta are not huge struc- 
tures bke the Bombay chawls but are perhaps hardly less insanitary 
and over-crowded. ^ 


. u Welfare Work:-As work in factories is strenuous and 
exhausting, it is necessary that special measures should be taken by 

the employers to relieve the physic al and the mental pressure which 

1 Report of the Indian Induitrlal Oommlision, Chapter XVI. 
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long hours entiiil upon the operatives. The State must enforce the 
provision of these essential conditions in the factories if employers 
require legal coercion. First, as regards hours of work, employers 
gradually showed their willingness to adopt a ten hours' day. The 
contention that the Indian labourer is lazy, that he is not unwilling 
to work for twelve or more hours a day and that a shortening of 
the working day will inevitably lead to a reduction in output, and 
therefore in wages, is no longer seriously advanced, owdng to the 
progress which ideas and practice liave made during recent years. 
In order to put in twelve hours’ work in the factory, the operative 
had to leave home at 5 or 5-30 a.m. and he returned at 8-30or 9 p.m. 
lie had no time for recreation and had no leisure : and life to him 
was not very pleasant. Relief was, therefore, imperatively necessary 
even if it caused some diminution of output and If a reduction of the 
working day did not increase the efficiency of labour. Humanitarian 
considerations, if nothing else, demanded it. 

The employment of women and childern was a question that 
required even greater attention. Hours of work needed reduction 
and adequate rest had to be provided for in their cases. It will be 
seen that there are, besides, several questions of social and moral 
importance which arise with reference to the way in which women 
and childern are treated and the special concessions that must be 
"ranted to them. Employers naturally look at the questions from 
rhe point of view of their profits ; the State has to consider the larger 
iiiteiests of the community as a whole. There are complaints that 
the law with reference to chUdren is notoriously evaded in several 
factories, and that the inspectors are not able to cope with the evil. 
There was recently a suggestion made to the effect that unofficial 
and philanthropic agency should be allowed to co-operate with and 

supplement the work of factory inspectors; and though there are 

practical difficulties in putting this proposal into operaUon. it is un- 
doubtedly worth a trial. In any event, a stricter and more frequent 
supervision of factories is badly needed, and the number of inspect- 
ors must be increased. 

It lias come to be recognized as a duty of employers to make 

varied provision for the physical, mental and 

their operatives ; their responsibility does not end with P V S 

latter their fixed wage and perhaps accommodating them 

houses. The Carnatak and Buckingham Mills m Madras, the Ta 
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Steel Works at Jamshedpur and a few mills in Bombay, Sholapur and 
Nagpur have been following n. very liberal and far-sighted policy in 
providing houses, cheap grain shops, recreation grounds, libraries and 
other amenities for the benefit of their work people. Philantliropic 
agencies have undertaken this very useful work in Bombay and 
Madras, the Social Service League taking the lead at the former 
place. These bodies of public-spirited people organize lectures and 
conduct night schools for the benefit of factory workers. Outdoor 
games and trips are arranged for the children of the operatives and 
co-operative credit and other societies liave been started for promot- 
ing thrift and relieving indebtedness. Special care is being taken to 
help women in their difficulties and more along these lines is re- 
quired. 

Some employers in Bombay have shown active sympathy with 
this work and have given financial help, enabling it to be carried on 
for the advantage of the operatives in their mills. But the recent 
conflicts between them and the workers have cooled the ardour of 
the former. The Indian Industrial Commission emphasised the 
value of these activities of philanthropic agencies and urged the 
need of disintersted labours of private individuals and associations 
being bestowed upon the work. Such agencies, it found, were 
sadly lacking, with one or two brilliant exceptions. The Com- 
mission felt that official organizations, as at present constituted, 
were ill-suited for work of this character and observed: — " Govern- 
ment and local bodies as well as employers, however, can and 
should assist such efiforts, both financially and in other ways ; but 
the direct participation of official agency in social welfare work 
must wait until the civic sense has become more fully developed, 
^d we therefore think it out of place to make definite suggestions."' 
Municipal corporations can conveniently look after the welfare of 
their employees, with the assistance of cooperative societies and 

bodies of voluntary social workers; e. g, in Karachi, Bombay and 
Madras. 

It must be repeated that the particular attention that is being 
paid to the question of ameliorating the condition of factory labour 
does not warrant the inference that other workmen are too well off 
to require anything being done for their benefit or that at least they 


1 R*port,;p«g« 198. 
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are not worse off than mill hands. The houses, the wages, the 
conditions of work &c. in the case of non-factory labour are, in 
most cases, lamentable. Organization is difficult among them, and 
their cause also must be taken up by philanthropic associations. 
Ever}' town and even every \'iUage has this problem to face, and 
the city slums and the ‘ paracheries ’ are a scandal. Filth, vice, 
disease, poverty and misery are rampant in these places. Improve- 
ment of general sanitation and of public health is a problem of 
supreme importance which confronts municipal and local bodies and 
until it is solved, there is little prospect of any substantial bettering 
of the condition of labour. The conditions in which the depressed 
classes live and work are attracting increasing attention, and they 
illustrate the observation made above, regarding the state of non- 
factory labour. 

313. Government Action:— The serious labour unrest 
which prevailed in the different parts of the country and broke out, 
from time to time, into strikes naturally raised the question whether 
the circumstances did not call for an inquiry into the condition 
of factory workers and did not point to the necessity of some measures 
being taken to establish conciliation boards and a system of ^bitra- 
tion. A resolution was moved in 1919, in the Supreme Legislative 
Council, urging the appointment of a commission to go into the 
whole problem of factory labour, strikes and so forth and to deal 
with the extraordinar}’ labour situation which had arisen in the 
country. Speaking on behalf of government, Sir Thomas Holland 
expressed sympathy rvith the object of the resolution and described 
what steps were being taken to carry out the recommendations of 
the Industrial Commission in that behalf. Reference was made 
to the necessity of primary education among the labouring classes, 
to the position and prospects of skilled artisans, to the effects of a 
low standard of comfort of factory labour on iU efficiency and to 
the welfare work among the operatives. It was stated that there 
was a keen demand for factory labour in the country an i e 
apparent desire on the part of workmen to increase their e aency 
and little prospect of their being able to do so. Labour, i was 
declared, was growing more conscious of its wants and po\^er an 
showed signs of a capacity for organization. An examination of the 
whole position was, therefore, called for with a view to the devising 

•f suitable remedies. 
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The Bombay mill strike of January, 1920 characterised as a 
‘ lightning ’ strike, declared wthout any notice being given to the 
employers, roused a great deal of bitterness in the minds of 
employers, workmen and the public. The mill hands were obstinate 
in refusing to return to work until their demands about higher 
wages and other concessions were fully conceded, and the employers 
would not make a move unless the workers first went back to the 
mills. A deadlock was thus created and the labour situation bore a 
most threatening aspect ; and an agreement was reached only 
through the intervention of a conciliation committee composed of 
public-spirited leading men, and especially of the Governor. A 
similar situation had to be faced in Ahmedabad at a later date. 
There were as many as 86 strikes in the course of a few months 
during that 5'ear. Nearly one-third of these involved more than 
1,000 workers in each case and a total of nearly 2t lakhs of opera- 
tives. All this pointed tq the urgent necessity of the government 
devising a machinery for dealing with the labour problems which 
had arisen in the country. The Factory Act clearly required 
amendment and other measures intended to meet labour conditions, 
charactvristic of western countries, became obviously necessary. It 
was not, of course, possible to apply western methods wholesale to 
India and Indian labour could not be dealt with \vithout special 
reference to local peculiar conditions. 


The principal demand of factory workers during the strikes 
was for a rise in wages and a special allowance to cover the increase 
in the cost of living due to prevailing high prices. It was not only 
operatives in factories that struck work from time to time. The 
stnke weapon has been used by postal and railway employees and 
municipal scavengers and tramwaymen with varying success. 
Labour was not. however, suflBcieutly organized, trained and 
experienced to make a grievance of the management and the 
conditions ofwork in the factories; but a claim to secure a reduc- 
tion of the hours ofwork was being put forward. The fact that an 
international labour conference had met at Washington and 
approved of certain conventions, encouraged labour in this countn^ 
m asking for concessions* which had not figured as important 
demands m industrial disputes before tliat time. The problem of 

factory labour was thus brought to a head by a combination of 
various circumstances and the adoption of some conventions and 
108 
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Lheir embodiment in an amended Factory Act became inevitable. 
In spite of the provisions of factory legislation, occasions arise,* 
from time to time, in the disputes cropping up between capital and 
labour when the intervention of the executive government and the 
legislature is sought. Deputation of workmen and employers wait 
upon the heads of governments with requests that conciliation and 
arbitration may be attempted to prevent or end strikes. 


314. India and International Labour :^The international 


treatment of questions relating to labour legislation had been tried 
off and on for a number of years in Europe, but the important part 
labour had played in winning the war for the Allies, forced the 
claims of the working classes on the special attention of the Powers 
which met to formulate the terms of peace with Germany early in 
1919. The Paris Peace Conference appointed a Commission to 
inquire into the conditions of the employment of labour and the 
international machinery that should be devised to hike common 
action on matters relating thereto. The labour convention proposed 
by the Commission was adopted by the Peace Conference and it 
provided for the constitution of an international organization to 
which all members of the League of Nations would belong and 
which would consist of an Internatioual Labour Conference and an 
International Labour Office as part of the machinery of the League. 
It was provided tliat the first Labour Conference was to meet at 
Washington in October, 1919. 


How labour shot into international importance as a result of 
the War and the peace treaty, may be seen from the significant fact 
that the very Convenant of the League of Nations which is embodied 
in the Peace Treaty, contains, in Article 23, declarations regarding 
the obligation of the nations to take steps to ■■ secure and mainton 
fair and humane conditions of labour for men, women and cluldren , 
and Part XllI of the Peace Treaty contains the necessary priwisioiis 
relating to the international treatment of labour questions. India is 
In oHgnal member of the League and was also entitli^ to repre^n- 
t ition in the Labour Conference as a separate contracting p^5 - 

Special treatment ofcountries like India, where labour conditions 


1 A recent instance was that of the proposal of 
to mak 3 a cut i-i tb- wages of their operatives as one 

the pc^vailing depreSflioD. 


the Bombay mill owners 
of ihe remediee to naeet 
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are not precisely similar to those obtaining in Western countries 
generallyi was provided by Article 405 of the Treaty, which stated 
that the Conference shall have due regard to those countries in 
which climatic conditions, imperfect development of industrial 
organization and other circumstances make the industrial conditions 
substantially different, in framing its recommendations. Delegates 
to the Conference were to be representatives of employers, 
workmen and governments and were to be nominated by the last 
of these. 

The first International Labour Conference held at Wasliington, 
passed draft conventions on the questions of the maximum weekly 
hours of work, the prevention of andprovision against unemployment, 
the employment of women and children in unhealthy processes, em- 
ployment of women before and after child birth and during night 
time and the question of the minimum age for the employment of 
children and the employment of children during night. So far as India 
and other Asiatic countries were concerned, these conventions were 
suitably modified to fit in with their peculiar conditions. An 8 hours’ 
day and a 4 8 hours' week were adopted for general application, but 
it was prorided that “in British India the principle of a sixty hours’ 
week shall be adopted for all workers in the industries at present 
covered by the factory acts administered by the Government of 
India, in mines and in such branches of railway work as shall be 
specified for this purpose by the competent authority.” A sixty 
hours' week had already been voluntarily adopted by the employers 
of labour in many of the Indian factories, but the Washington con- 
ventions neederl the ratification of the Legislature before they could 
be enforced. 

The draft conventions were accordingly submitted to the two 

houses of the Indian legislature in February, 1921, and ratified by 

the Government of India. Besides ratifying the two important 
conventions relating to the 60 hours’ week and the fixing of the 
mitumum age of children for admission to factories at 1 2, government 
ratified a convention regarding unemployment which binds them 
only to supply statistics regarding unemployment to the internation- 
al Labour Office. They also undertook to examine recommendations 
of the conference about unemployment which sought to prevent 
exactions by private employment agencies from labourers for finding 

Out work for them, by prohibiting the establishment of such agencies 



856 


WORKMEN AND WAGES 


as charged fees or carried on tliat business for profit. The)', like- 
wise, undertook to enquire into the possibility of making arrange- 
ments for the disinfection of wool infected with anthrax spores and 
to bring in legislation if it was found necessary to prevent the in- 
fection. The Washington recommendations respecting the protec- 
tion of women and children against lead poisoning were also to be 
given effect to. They decided to examine, at the same time, the 
possibility of giving effect to the recommendation concerning the 
establishment of government Health Services. There are some un- 
healthy processes in manufacture and it was intended to provide, if 
necessary, besides an efficient system of factory inspection, a health 
service to look specially after sanitation and health. The improve- 
ments suggested by the conventions were, as far as practicable and 
essential, embodied in an amended factory law which became the 
Factory Act of 1922 and came into operation on 1st July, 1922. 

315. The Factories Act of 1922 In view of the principal 
provisions of the Factories Act of 1911, the new Act was regarded 
as a very radical measure, and many of the changes embodied in it, 
were strenuously opposed by the representatives of employers of 
labour, though even they had become convinced of the inevitable 
character of the changes which were sought to be introduced. The 

Act of 1922 demonstrates the undoubted effect on India of organ- 
ized strength built up by labour in western countries and the 
beneficial influence upon the condition of working classes in this 
country of international discussion and agreements in connection 
therewith. It is doubtful whether radical amendment of the Indian 
Factories Act of 1 91 1 would have been possible in such a shorty time 
and without much fuss if it had not been for the pressure of inter- 
national conventions and the increased political consciousness 
which had developed in this country since the war and the inaugu- 
ration of the Ref^Sis of 1919. 

We give below a brief summary of the important changes 
embodied in the new Factories Act . 

The age of application of the law to children is raised from H 
to 15, 

The definition of ‘ factory ' is extended to any premises m 
which mechanical or electrical power is used employing simultane- 
ously not less than 20 persons on any one day in the year and i 
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may also be applied to any prenaises where not less than any 10 
persons are simultaneously employed whether or not mechanical 
power is used. 

No cliild can be emploj'ed without a medical certificate, and 
wider powers arc given to an inspector when he is of opinion that 
a child employed In a factory is no longer fit for employment, to re- 
quire that the child shall cease to be employed until he has been 
re-examined by a certifying surgeon. 

A new provision prohibits the atmosphere of a factory being 
rendered so humid by articificial means as to be injurious to the 
health of the persons employed. 

The inspector is given authority to compel the repair of 
buildings or machinery which are in a condition dangerous to human 
life or safety and in the case of imminent danger he may prohibit 
the use of machinery or plant until it is duly repaired. 

Power is given to prohibit the presence in factories of children 
under the minimum age of employment. 

The employment of women nud persons under 1 8 years is 
prohibited in zinc or lead works, in the manufacture of solder or 
alloys containing more than 10 per cent, of lead or mixing or past- 
ing in connection with the manufacture or repair of electric accu- 
mulators. 

There are new and stringent provisions to protect the health 
of workers in zinc and lead. 

The rest intervals at periods not exceeding six hours are to be 
for not less than one hour instead of half an hour, and no person 
is to work for more than five hours continuously and in the case of 
a child for more than four hours. 

While another rest day than Sunday may be substituted, the 
change must not result in any person working for more than 10 
consecutive days without a whole day’s holiday. 

The maximum hours for child emplQ 3 rment in each day are 
reduced from seven to six hours. 

The minimum age limit for children is raised from 9 to 12, but 
this wiU not apply to any child lawfully employed in a factory on 
or before July 1, 1921, 
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No person is to be employed in a factory for more than 60 
hours in any one week (the previous limit was 72 ) or for more than 
1 1 hours in any one day. 

Certain powers of general or special exemption from these 
restrictions may be given by the local Government to meet seasonal 
or other exceptional conditions or to carr)" out work on urgent 
repairs. 

Where such exemption is granted, overtime beyond the 60 
hours a week is to be paid for at not less than times the normal 
rate. 

The statutory limitation of hours does not apply to persons 
defined by rules to be holding positions of supervision or manage- 
ment or to be employed in a confidential capacity. 

There may be special exemptions for indigo, tea and coffee 
factories but in prescribing them the local Government is to be 
subject to the control of the Governortl General in Council. 

The Governor General in Council is empowered to make 
rules for the adequate disinfection of wool for the prevention of 
anthrax. 

The fine for breaches of the Act is raised from Rs, 200 to Rs. 500; 
and the Court is empowered to pay compensation to injured persons 
or their families out of the fine. 

316. Later Developments Though the trade union move- 
ment in India is still in its infancy, the number to factory hands 
bears a small proportion to the total number of workers of all classes, 
and in the large majority of cases, the leaders of the movement are 
outsiders, inspired with sympathy for the cause of labour or desirous 
of introducing into this country a system of labour organization and 
a spirit of class hostility peculiar to the west, as a remedy for the 
evil of modern capitalism taking root in Indian soil, the need of im- 
provement, from the point of view of operatives, in the organization 
and the conduct of industries and of the amelioration of the condi- 
tion of workers, is recognized on all hands. Even the employers 
have come to concede the necessity of measures to organize an 
protect labour though they complain that workmen who have 
ed to strike and fight for higher wages and rights, are not incUned 
to enhance their eflBciency and productivity. The place w c i 
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labour has secured in international organization set up and support- 
ed by the leading countries of the world and its admission to an in- 
ternational brotherhood of workers, have raised its status and armed 
it with effective weapons for self-improvement. The experience of 
the west is being fully drawn upon to provide lessons for solving 
industrial problems in India; and legislative and other measures arc 
being taken to safeguard and promote its best interests. Labour 
questions are, likewise, being discussed in bodies in which the 
workers are avowedly represented. The second labour conference 
was held in 1920 at Genoa and considered questions regarding the 
conditions of seamen's work. The Indian government did not ratify 
any of the conventions but instituted an inquiry into the methods of 
seamen's recruitment. The third international conference was held 
at Geneva in October, 1921 and considered questions mainly regard- 
ing agricultural labour. The seventh session was held at the same 
place in May, 1925, and among others, discussed the question of 
workmen’s compensation. Special reference to later conferences 
is not here necessary. The value of the deliberations and 
resolutions of these conferences to Indian labour will depend not 
only on the advocacy of its cause before the meetings of that body 
but on the effect that will be given here to the recommendations 
made. 

The effect of the above influences on the policy and the action 
of the Indian government and the legislature has been considerable, 
though the pace with which legislation for the benefit of labour has 
proceeded, has not given satisfaction to the supporters of the 
interests and claims of factory workers. Thus the legislation in 
favour of conciliation and arbitration proposed for Bombay and 
transferred to the central government as falling within its purview, 
did not long ^terialize though the bill framed to provide for 
the investigation and settlement of trade disputes was before 
the country for a long time, and the maternity benefit bill, 
intended to provide support to women workers before and after 
chUd birth, has been rejected by the Legislative Assembly. The 
trade union bill evoked a good deal of dispute on the controversial 
points relaUng to the use of union funds for political purposes 
and to the composition of the executive and controlling bodies, and 
ite passage through the legislature was stormy. The enactment of 
the Workmen's CompensaUon Act in 1923, was, however, a notable 
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measure, a piece of legislation copied from the English Act, and 
calculated to make the employer liable for the payment of compen- 
sation to his workmen for injuries received while engaged in 
industrial operations. The actual wording of the Act is that ‘‘if 
personal injury is caused to a workman by accident arising out of 
and in the course of his employment, his employer shall be liable 
to pay compensation in accordance with the provisions of this 
chapter : Provided that the employer shall not be so liable (n) in 
respect of any injury which does not result in the total or partial 
disablement of the workman for a period exceeding ten days; {b) in 
respect of any injury to a workman resulting from an accident 
which is directly attributable to ( / ) the workman having been at 
the time thereof under the influence of drink or drugs, or ( ii ) the 
wilful disobedience of the workman to an order expressly given, or 
to a rule expressly framed, for the purpose of securing the safety of 
workmen, or (m) wilful removal or disregard by the workman of 
any safety guard or other device which he knew to have been 
proWded for the purpose of securing the safety of workmen, or 
(c) except in the case of death or permanent total disablement in 
respect of any workman employed in the construction, repair or 
demolition of a building or bridge.” The Act goes on to specify 
the circumstances in which compensation shall be claimable and 
lays down the procedure in tliat behalf and prescribes the amounts 
that shall be paid. 

The evil of unemployment has, of late years, become acute in 
this country. It is very largely associated in the west, with special • 
ized production of wealth which depends more or less upon foreign 
demand. The war having reduced the world’s purchasing power, 
large numbers of workmen have been thrown out of employment 
and Great Britain has had eleven lakhs of unemployed at one time 
receiving a dole from the State. Unemployment is chronic in Indian 
agriculture during the dry season ; and the rural population has to 
search for work in urban areas. The economic and the social ru- 
volution which has silently proceeded in the country, has brought 
about unemployment among the middle classes, and the gro\\ing 
competition for such jobs as are available is being felt by educated 
youths and by the Anglo-Indian community, among others, for ex- 
ample. The maladjustment of the educational system with industna 
organization, is to a considerable e.xtent, responsible for much of 
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the unemployment and the evil has been aggravated by the econo- 
mic depression which succeeded the close of the war. 

317. More Legislation : — As the labour movement deve- 
loped, the need for legislation for two purposes was strongly felt 
viz., to regulate and protect the organization of trade unions and to 
provide for arbitration in cases of industrial dispute. The right to 
strike was unquestioned, but members of trade unions had no legal 
protection against civil liability arising out of action connected with 
a strike. To induce a worker to refuse to perform his duties and 
thus to commit a breach of the contract of service, was, under the 
existing law, an offence, and iu 1920, there was a famous case in 
which the law was thus enforced. Legislation was, therefore, 

undertaken in 1925, to provide for the growth of trade unions on 
right lines. It evoked a mde divergence of opinion, and while 
labour would not be satisfied with a half-hearted measure, capital 
regarded the whole thing as a dangerous movement. Two questions 
were keenly debated : should the registration of unions he compul- 
sory or voluntary ? And should union funds be allowed to be 
utilized for political ends ? Opinion ultimately veered to the view 
that registration should not be made compulsory. It was provided 
by the Act that a separate fund may be constituted from optional 
contributions and may be utilised for expenditure on specified 
objects for the promotion of the civil and political interests of 
members of trade unions. Tbe Act also provided that the officers 
of registered unions should, to the extent of one-half, be persons 
actually engapd m the industry with wliich a trade union is 
connected. Immunity from criminal and civil liability is also 
conce e by the Act, and trade unionists are protected from 

criminal conspiracy where the agreement into 
hich they have entered, is not an agreement to commit an offence. 

expenditure of union 

funds and the audit of the accounts. 

not go B3 far as the corresponding 
EngUsh law and redects the undeveloped nature of the trade union 

estabhsh a pohtioal fund all members must subscribe to it un- 

unLr ® to do so, whUe 

conSbutin^’/^f desirous of 

10 » ® “’* 0 ’"^ed, on their expressing a wish to that effect. 
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The Trade Union Act of 1926 was amended two years later, 
in order to remove certain doubts and ambiguities with respect to 
appeal against the registrar. Like 1 925, the years 1927 and 1928 
were bad years from the point of view of labour unrest and strikes. 
Bombay witnessed one of ttie worst strikes in 1 928-29 in its cotton 
mills, and the struggle between the G. I. P. Railway and its 
workers in 1929-30 was equally bitter. In the former, the 
millowners wanted to enforce a scheme for standardization of wages, 
duties and numbers of operatives and framing standing orders 
regarding conditions of employment. The proposals involved a 
psr cent, cut in the weavers’ wages and though the Bombay Strike 
Enquiry Committee approved the scheme generally, it did not 
recommend its immediate application. The Committee, however, 
felt that in order to avoid the kind of lightning strikes which had 
become only too common, provision of some machinery for prelimi- 
nary discussion and an attempt at settlement, had become 
essential. 

Government, as representing the public, is interested in the 
peaceful settlement of trade disputes, in its own commercial under- 
takings like the Post Office and the Railways and also in private indus- 
tries. The Trade Disputes Act was, therefore, passed in 1929 with a 

view to provide a machinery like a court of inquiry or a board of 

conciliation, enabling government to intervene m disputes as car > 
as possible. Government is empowered by the Act to set up this 
m-ichinery of its own accord or on the application of the parties. 

separately or conjointly. In public utility services, 14 days’ notice 
has to be given before a strike actually breaks out or a lock-out is 
declared. A strike or lock-oiit is declared illegal if it has ‘‘ any 
object other than the furtherance of a trade dispute within the trade 
or industry in which the strikers or employers locking out are 
engaged " or if it is “ designed or calculated to inflict severe genera 
and prolonged hardship upon the community and thereby compe 
the government to take or abstain from taking any particu ar course 
of action.” It is worth noticing how workers in public ublit> 
services receive a treatment dilTerent from what is ^ f 

other workers, but receive no compensating concession. AiieAC 

likewise makes short work of “sympathetic strikes. 


X See Dr. A. Mukhtar : Factory Labour in India. 
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machinery was employed in the Bombay mill strike. But a Royal 
Commission was thought necessary to go into the whole question of 

factory labour, and the results of its inquiry and. its recommenda- 
tions, which are not likely to be made public before 1931, will be 
awaited with interest. Before closing, we have to refer to one 
important tendency in the development of the labour movement 
in India, and it is the influence of extreme forms of socialism on a 
section of organized workers, which has even caused a split araoug 
the leaders. Communism makes an appeal to certain sympathetic 
but academic minds in all countries, which are carried away by 
idealism, but its failure everywhere outside Russia to make any 
impression on practical affairs, is enough to demonstrate its futility 
as well as its danger to a country like India. 

% 
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318. Lending is a Service : — Capital represents wealth 
which is the excess of production over consumption and therefore 
results from saving. If all the wealth produced by a community 
were to be consumed as it became available, economic life and 
progress would be impossible. By increasing the productivity of 
labour, capital helps to create a surplus and thus assumes special 
importance from the point of view of wealth-creation. As an aid to 
production, it is in request everywhere and it, therefore, commands 
a price. Those who own capital arc in a favourable position 
because they command a useful, and in modern communities, an 
indispensable instrument of wealth-acquisition and those who lack 
it, are prepared to pay a price for it. The capital lent to a needy 
person may not have been saved by its owner who may have 
received it as a legacy; and it may not be productively used and 
may be wasted. But it consists of or can purchase com- 
modities for which a demand exists, and therefore, its possessor 
legitimately claims remuneration for allowing its use to another 
person. There may be no real sacrifice or ‘abstinence' on the part 
of the lender, but he does render a real service to the borrower and 
there is a univefsal social convention that the loan should be return- 
ed with something added to it.* Present wealth is undoubtedly 
more valuable than future wealth, and more of the latter must be 
given for the control and use of the former, the difference between 
the two depending upon the varying conditions relating to supply 
and demand, iu a given community at a given time. 

It is obvious that the mere act of postponing the use of com- 
modities and of conserving them or of storing money that represents 
them, will not yield an income. The wealth or the money saved 

l “lDter»3t ia paid for the same reason as all other payments are made, 
bfoauie a loan oonfera a sertioe ; thofe ore always people willing to pay intorei 
because a loan will enable them to satisfy their waati”.*-Henry Olay: Bksonom oi. 



INTEREST 


865 


and set aside, must be lent or invested in order tliat it may produce 
a return viz. interest. That is the way in which thrifty individuals 
or classes are able to earn an income on capital which remains in- 
tact. The income of the organizer of an industrj', who puts his own 
capital into the concern, is expected to include remuneration for the 
amount thus invested just as the capital lent to another industrialist 
receives a return that may be agreed upon. There is always an 
element of risk involved in the advance of the money lent or invested, 
as it may bring in no return and may not be repaid. The greater 

the risk, the greater is the unwillingness of the person with capital 
to part with it and therefore the higher is the rate of interest that 

will be demanded. Interest is the name given to the pajrment 
obtained for money invested in a productive enterprise as well as 
lent for the purchase and use of consumption goods. The owner 
of capital denies to himself the use of capital during the time it is in 
the possession and enjoyment of the borrower and wants to be 
compensated for the act of self-denial. It is marginal utility which 
ultimately determines the price of the use of capital. 


319. Interest It is now clear that owners of capital who 
invest or lend their wealth, are entitled to take out of the reservoir 
of national income, their share due to them for the services rendered 
by them to the community. That interest is as legitimate as rent 
or wages and is a proper remuneration of capital, which is wealth 
not consumed by the lender and is placed at the disposal of the 
borrower, for his needs and benefit, is well understood in this coun- 
try. People know that there is nothing inherently wrong in bor- 

rowing If ,t IS resorted to for productive purposes or for occasional 

domestic requirements or to tide over extraordinary difficulties and 
that the money-lender, likewise, renders a distinct service and 

volume how important capital is as a factor i„ production and how 
ndustrial progress m India wiU be governed by the ease with 
vluch capital can be secured by producers of wealth. Capital will 
not be sav^ and ai^umulated unless there is inducement for peoX 

inducement and money lenders and^banL 
tftko it upon thoiQ to supply c&pit&l* 
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risks and are anxious for a secure income, invest in government 
loans or loans floated bj’ public bodies and deposit their money 
at the postal savings banks from which the rate of interest obtained 
is low. For the common people, the channels for investment 
are few and restricted. Money-lending is a troublesome business 
because it involves risks and litigation. It sometimes brings on 
social odium, but it is lucrative. Most of the ordinary money- 
lending is on the security of moveable and immoveable property. 
Mortgaging of lands and houses is extensively done by persons 
in difficulties, and several sowkars lend on mortgage with the 
view ultimately to acquire the mortgaged property by taking 
advantage of the inability of the debtors to repay. Lending 
on the security of jewellery is regarded as the safest kind of transac- 
tion because the object pawned does not deteriorate and can be 
easily converted into cash. And people very often turn their sav- 
ings into jewellery with the express object of having with them a 
security to offer for loans. Village sowkars, as a matter of con- 
venience, take interest from cultivators in the form of grain ; and the 
harvesting season is the time for the collection of tlie amounts due. 
They are thus able to ensure the food supply of the family and to 
obtain it at comparatively low prices. 


The remuneration of capital in India is high, and it is notorious 
that rates of interest are usurious. There is never a uniform rate 
of interest anywhere, much less in a country like India, though at a 
given time and place, there is an interest rate for different species of 
Capital, depending upon security, amount and other considerations. 
In western countries, the rate steadily went on falling for years till 
at last it was raised by the enormous demand the War made on capital 
throughout the world. Where competition has free play and there 
are banking facilities, variations in the rate of interest are small ; but 
in the absence of these conditions, it varies widely and generally rules 
very high. It is also high where the supply of capital is inadequate, 
and millions of British capital have thus been attracted to the 
Colonies and to foreign countries. As we shall presently show, 
usury is largely practised in India ; and though there is a strong 
;:plr feeling "gainst unconscionable .tes of 
lending is extensively done by all classes of people. Some special 
in the business, but the number of amateurish lenders of m n y 
not small. Big banking houses and sowkars' families are held m 
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high esteem and the business of money-lending has great scope in 
India. Those who are prepared to take the risks and to undergo 
the trouble and the worry involved in the realization of interest and 
the recovery of the capital, play for high stakes, and their loans are 
often a gamble. Owing to the high prices at which lands are pur- 
chased and to the inefficiency of production, the capital invested in 
land yields a low rate of interest. 

320. Rate of Interest It appears that for centuries, since 
ancient times, the average rate of interest in India has been in the 
neighbourhood of 15 per cent. It has, of course, varied from time 
to time and from one part of the country to another. Political 
conditions such as those of war and peace and the state of industry 
and trade generally influenced the prevailing rate and the particular 
circumstances of each case caused marked variations. With increas- 
ing security of life and property, with the sprea.l of education and 
the extension of banking facilities, the rate of interest slowly 
went down. Mr. Datta’s inquiry led him to the conclusion that 

the rate of interest in India was steadily declining, He obsevers: 

“ The rate of interest on agricultural loans varies widely in different 
parts of India and even in the same place, according to the 
credibility of the cultivator or the security offered ; thus in Bengal, 
it is said to be 36 per cent.; in Eastern Bengal, 37^ to 75 percent. ; 
in the Central Provinces, anything from 6 to 100 per cent., and in 
Madras 6 to 36 per cent. It is, therefore, difficult to collect 
statistics to show whether the rate has increased or decreased. But 
the general belief is that the rate of interest has been lowered 
except in some parts where restrictions have been placed by law on 
alienation of land, thus reducing the value of security. It seems 
from the evidence collected that this lowering of the rate Iras 
been due to increased wealth and a consequent increase in the 
number of moneylenders who compete with each other in reducing 
the rate. Co-operarive credit societies have also doubtless contribut- 
ed to these results in places where they have been constituted. 

But as capital is shy in India, it requires a more liberal remu- 
neration than elsewhere. The ordinary producer has no capital of 
lus own and must borrow at uneconomic and ruinous rates of 


1 Report on High Priori* 
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interest. Without a rapid increase in wealth-production, a wide 
expansion of banking facilities and a rapid spread of education, 
interest rates are not likely to be appreciably lowered in this coun- 
try. After all, the current rate of interest is governed by the law 
of supply and demand, and it will be lowered only if more money is 
offered for loans. The war made heavy demands on capital, and 
high rates of interest ruled ; after the restoration of peace the 
current rate has steadily declined. Before the war, money could be 
obtained for good security, at 4 to 5 per cent ; but later, 9 to 12 per 
cent, became the ruling rate for the same loans. The rate of interest 
on government and other securities steadily went down in India for 
many years and only the war loans pushed it up. The ten years 
bonds and long term loans were offered by government at 6 per cent, 
and more ; and this high rate has had its effect upon the general 
rate of interest. The decline in the purchasing power of money had 
a good deal to do with this phenomenon. It will take a long time 
for the rates to go down again to the pre-war level as they are 
likely to be kept up by the large demand for industrial capital. In the 
busy season, the rate for temporary accommodation is high and this 
rate is always fluctuating. Money-lenders can always command a high 
return for their capital, and agriculturists, artisans, craftsmen, small 
traders and other needy people can not borrow without paying a 
heavy price. There is an element of risk in these transactions, and 
the borrowers are very needy. Hence the prevalence of usury over 
almost all parts of the country. The variations in the rates of 
interest on the loans made by joint stock banks are brought about 
mainly by the temporary stringency or abundance of money 
accommodation; and the causes affecting the Hundi rates, have been 
described in our chapter on banking. Banks themselves take 
deposits at high rates in the busy season and charge high rates 
likewise for short term loans. A rise in the bank rate is a symptom 
of the abnormal demand for money and of the monetary dram 

anticipated. 

321. Hindu Law The prejudice against the taking of 
interest which has prevailed in all countries, is attributable to the 
fact that before the era of large industries, money and goods were 
chiefly borrowed by people in difficulties or distress ; and to demand 
a reward from the debtor for liis use of the borrowed amount under 
such circumstances, was naturally regarded as cruel, and therefore. 



HINDU LAW 


869 


objectionable. In India the true nature of interest was clearly un- 
derstood even in remote times and the law attempted to regulate 
its rate rather than to prohibit it altogether. The distinction 
between a debt secured by a pledge and one unsecured, was clearly 
understood, and the Dharma Shastras have laid down definite injunc- 
tions on the subject. 


Thus Manu says that money-lender may stipulate as an 
increase of his capital, for the interest allowed by Vasistha, and take 
monthly the eightieth part of a hundred.'* This means a rate of 
interest of 15 per cent, per annum and is taken as having reference 
to a debt secured by a pledge. From inscriptions belonging to the 
second century of the Christian era it is clear that jthe prevailing 
rate of interest was between 9 and 12 per cent. The guilds of 
those times took deposits and paid interest on them at the above 
rates. In the case of unsecured debts, Manu allows 2 per cent, per 
mensem, the higher rate being justified by the risk involved, < for 
he, who takes two in a hundr^ becomes not a sinner for gain.’ 
The rate of interest was also to depend upon the caste of the bor- 
rower— the lower the caste the higher the rate. 


Other Uw-givers such as Narada,® Brihaspati, Vasistha and 
Yadnavalkya lay down similar rules regarding rates of interest, of 
which four different kinds are mentioned, including compound 
interest ; and it is stated that besides the general rules, there are 
special rules according to the local usage of the country where the 
loan has been made. The highest limit to which interest may be 
allowed to grow and above which it is not permissible, is double the 
amount of the principal.* A limit of three and even eight times is 
mentioned as obtaining m certain countries. Varying rates of in- 

“ j='^eeable on gold, grain, cloth &c. Taking 
fu ‘“T ‘■"®“dahip, is deprecated, unless 

r ’rithout 

agreement interest IS supposed to accrue after six months. Usury 

IS speciMly condemned. Manu says Stipulated interest bZ 

yond the legd rate, being against ( the law ) can not be recovered • 
they caU that a usunous way ( of lending ). The lender is in no 

1 The Laws ofMana,Vni, 140. 

2 Karada, 1,98. 

3 Thi. ml, i, a , 

no ■ 
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case entitled to more than five in the hundred." As in western 
countries, so in India, usury or exhorbitant and extortionate interest 
has thus always been considered reprehensible, and the State has 
everywhere endeavoured, by means of legislation, to discourage it. 
This is clear from the spirit of Hindu law and usage in this respect. 
Islamic law prohibits usury altogether, and several strict Mahome- 
dans do not take interest even on their deposits in savings banks 
and on government securities. 

322* Usury. — In almost all countries in modern times, the 
State interposes its authority to protect the borrower from the 
dangers of the professional money-lender, and the need of such 
measures is no less urgent here than elsewhere. In 1914, the 
Government of India issued a circular letter to local governments on 
the subject of the feasibility of preventing the use of civil courts as 
an agency for the realisation of usurious demands by money-lenders. 
The issues raised in the letter were, (1) whether the courts are as 
a matter of fact at present compelled to give effect to unconscion- 
able contracts and to enforce the payment of inequitable and extor- 
tionate demands, (2) whether, if the answer is in the affirmative, this 
abuse of the authority of the courts has attained such dimensions 
that it is expedient to take steps to remedy it ; and (3) in what 
manner it can be prevented without engendering consequences 
more prejudicial to the interests of those concerned than exist at 
present. The main remedies, the letter went on to state, for the 
suppression of usury, were perhaps the followng : — (1) the fixing 
of a legal maximum rate of interest recoverable; (2) the determina- 
tion of a legal maximum amount of interest recoverable, commonly 
known in India as the rate of Damduppat ; and (3) the bestowal of 
authority on the courts to go behind a contract, re-open a transac- 
tion and reduce the rate of interest to what is thought to be equit- 
able. The third line of action has been embodied in the English 
Money-lenders' Act of 1 900. 

The Government of India anticipated and stated the various 
objections that might be raised against the undertaking of any legisla- 
tion on these lines. For instance, it was contended that it would 
interfere with private contract, that it would increase litigation and 
harass the ordinary operations of trade and that it would be ineffec- 
tive. There was much force in these objections, and the results of 
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the operation of the Deccan Agriculturists’ Relief Act, have not 
proved very satisfactory. The Government of India itself wisely 
observed, in its letter, however, that it would not be right to argue 
that ^everything is the fault of the money-lender and that the 
debtor is always a blameless and injured innocent’ Usury laws 
have been condemned by economists as a useless and undesirable 
interference with liberty, but this condemnation is based on the 
assumption that the loans rest upon the equality of business oppor- 
tunity and the free competition of capital. “Under such conditions," 

Seligman points out,' “usury laws are futile and worse than futile, 

because they either tend to evasion or become a drag on industry." 
Where these conditions do not prevail and the lender is in a position 
to take unfair advantage of the borrower, it is necessary to protect 
the latter. Laws in France, England, Germany and America, grant 
such protection to the borrowers, and in a country like India mea- 
sures of this kind were absolutely necessary. As Gide points out, 
“it is no more of a contradiction to allow liberty as regards the rate 
of interest, wUle punishing those who make a profession of 

it is to allow consumers the liberty 
to drink whUe punishing publicans who supply drunken men."* 

Usury prevails very largely in rural areas and industrial centres 
where money-lenders like the Pathans charge anything between 50 
and 200 per cent interest and make a living out of small but 
extremely remunerative transactions. 


act .-The quesUon of affording re. 

Indl™ ^ I! f ““““scionable bargains between money- 

S of^e'D/““‘ / ‘he operation and the 

effe^ of the Deccan Agricultunsts Relief Act ofl 879. The Indian 

^n^LtL Act of 1 899 was passed in view of 

into fh made by a commission appointed to inquire 

mtnt wa? W® 1 °f gXn! 

1 *®^° drawn to the problem by the High Court of Cal 

WM dont‘arthrt ““® discussion about it in 1906. But nothing 
was done at the time on the ground that circumstances were not 

avourable to legislation. The question could not, however, finally 


1 PHnoIples of Boonomios. 

2 PoUtloAl Bconozny* 
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rest there, and as pointed out above, the Government of India cob- 
suited the Local Government in 1 91 4 with regard to legislation for 
the protection of debtors from extortionate creditors. 

The proposal having been received with favour, the Government 
of India at last brought in a usury bill, based upon the ideas referred 
to above, before the Supreme Legislative Council in September, 
1917, The object of the measure was approved on all hands and 
the passage of the bill tlirough the Council, was not a difficult 
matter. The bill, it need not be repeated, was based upon ‘ the 
principle of giving the courts authority to go behind 'a contract, to 
reopen the transaction, and to reduce the interest to an equitable 
amount.’ It became law on 2nd March, 1918. It has not been 
much resorted to, however, and it is doubtful what ameliorative 
effect the Act will produce upon the large class of helpless 
debtors which exists in India. The needs of the poor borrower 
are inexorable and he quietly submits to the extortions of the pro- 
fessional money-lender whose trade is not likely to be much affected 
by the rigours of the law. 

The usurer will flourish so long as he secures easy victims; 
and no law, however elaborate, will suppress him. The ignorant, 
the needy, the extravagant and the unfortunate are the people 
on whom he fastens and fattens. He has risks to run as he deals 
with persons who have little security. The public must be pro- 
tected from these harpies but the most effective method of over- 
coming the evil is that of spreading education, teaching thrift and 
providing means for borrowing at reasonable rates of interest. The 
classes who save and lend, must receive due remuneration for their 
trouble and sacrifice. The remuneration need not, however, be 
exhorbitant, and its rate will decline with the increase in the supply 
of loanable capital. Well-organized banking, co-operative and joint 
stock, will go a long way in bringing down the rates of interest and 
to emancipate the poor and helpless classes of workers, agricultural 
or otherwise. It will, at the same time, provide facUities to those 
who will save, to earn a secure income from their savings. 

324. The Position and Prospects t— Though there is at 
any given time and at any given place, a bank rate and a 
market rate of interest, and though there is a relation bet- 
ween them, rates of interest varj’^ with different conditions 
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in the same community and in the same locality. The current 
market rate changes with the supply of and demand for ready 
money and accommodation, while the village sowkar’s rate 
is hardly afifected by these changes. Co-operative societies have 
brought down the rural rate of interest to some extent, though 
their own rate is high in some Provinces, e. g. Bengal; but the 
bania is still able to dictate his own terms in the village and the 
town. The thriftless, the needy, the ignorant and the poor will 
pay any rate and submit to any conditions imposed upon them by 
the lender of money and the Kabuli sowkar still flourishes in the 
country. The prospect of earning an easy and comfortable living 
is very tempting, especially when good security e. g. gold, land and 
house property, is forthcoming. The business of the sowkar is thus 
eminently attractive and is widely practised both as a regular source 
of income and as a supplementary occupation. It, however, entails 
a great amount of risk and trouble. The borrower is not punctual 
in paying interest or repaying the debt, and prolonged and costly 
litigation has to be resorted to. The sowkar's business has become 
a specialized art, success in which requires the possession of certain 
qualities ; and amateurs oflen come to grief when they dabble in 
such afifairs. Compensation for the risk and trouble is sought in a 
higher rate of interest charged. 


Officials retiring from service and business men wishing to live 
upon independant incomes, invest their savings in government 
securities and industrial and commercial enterprises. Those who 
seek a steady and secure income or want to provide for their child- 
ren, become "rentiers" and invest in the loans of the State and of 

other p^hc bodies like the Bombay Corporation and the Port 
1 rusts. This method of earning a safe and steady income has been 
peculMy popular in India and is suitable for endowments of chari- 
ties. When before the last great war, remunerative outlets for invest- 
ment were few and money was generaUy easy, the rate of interest for 
government securities was low and had been progressively reduced. 
Crores of rupees have been locked up in the 3 and the 34 per cent 
government paper, and even to-day, the investments in the latter 
amount to 1 00 crores. During the war and after it, government 
has had to borrow heavily in India, and this increased demand for 

the ® has raised the rate of interest. Loans of 

the State at 6 per cent, free of income tax, have had their effect upon 
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the general rate of interest. Depreciation of money, that is, a 
diminution in its purchasing power, in effect, keeps the purchasing 
capacity of incomes from interest where it was. The rate of interest 
on government loans is being lowered gradually and has already 
come down to 4^ per cent. The market price of 3 and 3| per cent, 
government securities has declined in sympathy with the higher level 
of the current rate of interest and the holders of such securities can 
not sell them to realize cash. The price lias been slowly rising in 
sympathy with the decrease in the current market rate of interest. 
That paper was not redeemable and was intended only to yield a 
secure income from year to year. 

The prices of industrial shares are governed in the main by the 
present and the prospective prosperity or otherwise of the concerns 
and are worked out on the basis of the current rates of interest. Take, 
for example, the share of a cotton mill in Bombay. The price quota- 
tions of its shares on the exchange will be found to be governed by 
the yield of its dividend last declared and the market rate of interest 
prevailing at the time. The original price of the shares of the Swadeshi 
Mill, for instance, and its market quotation on 15th August, 1922 
were respectively Rs. 500 and Rs. 5,000, the dividend paid for the 
last lialf-year being Rs. 300 per share. The quotation for the 
Sholapur Mill on the same date was Rs. 20,000 and the original value 
of the share was Rs. 1,000, the dividend paid for the previous six 
months being Rs. 1,300. The profits of the holders of shares who had 
purchased at the old values and at comparatively low prices when 

the dividends were not exceptionally liigh, were enormous. Thus the 
profit of Rs. 1,300 on an investment of Rs. 1,000 in the case of 
the Sholapur Mill was nothing but fabulous ; and equally fabulous 
was the profit made on the sale of these sliares at the high prices 
ruling in the market. But for purchasers in the market, the rate of 
interest anticipated was 6 or 6^ per cent, and, therefore, the price of 

the share for them was Rs. 20,000. 

What amount or share out of the total national dividend, falls 
to the lot of those who provide capital for purposes of production 
and consumption, and what is precisely the income of the <apit^ist 
classes, it is extremely difficult to estimate. This income is often 
mixed up with earnings of another character and interest is likewise 
obtained in various forms, e. g. premia, increased prices of com- 
modities, personal services &c. From enquiries which have been 
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made into agricultural conditions in the different Provinces, it 
appears to be a safe estimate to put the aggregate indebtedness of 
the rural population at Rs. 30 to Rs. 40 per head or Rs. 25 per acre 
of land under cultivation. The total figure for the whole of British 
India will thus be about Rs. 750 crores. If the average rate of 
interest be taken at 20 per cent., about 1 50 crores are annually 
appropriated by the rural capitalist 'and money-lending classes. 
There is besides the debt of the State and of public bodies and the 
debt connected with urban trade and industries. It will not be 
wide of the mark, therefore, to conclude that income represented 
by interest is about one-tenth of the total national dividend. But 
this amount is very unevenly distributed, and is divided among 
different types of lenders of capital who are shroffs, professional 
money lenders in urban and rural areas, banks, dalals and even 
landholders and members of the ordinary middle and lower middle 
classes. This aspect of the subject has been already dealt with 
above and in our chapters on banking and co-operation and need 
not be further pursued here. It is, however, clear that a very large 
slice of the income of the people goes into the pockets of a small 

class of money-lenders whose number is, however, large in relation 

to the demand for their services and who have to charge high rates 
of interest to make a living on limited amounts of capital. A reduc- 
tion of this income is necessary for the healthy growth of industries 
and trade and for the amelioration of the condition of the working 
and other poorer classes, and it can be accomplished only by means 
of improved and organized banking. 


325. Profit The last participant in the national dividend is 
the person who brings together the factors of wealth-production and 
sete them m operaUon. Profit is, therefore, the remuneration of the 
entrepreneur or organiser of an industry. It is often times confused 
with interest and the ordinary wages of labour. Profit is, however 

excess of the selling price over cost of production which includes 
wages, interest on capital and rent paid for the use of land. The 
marginal producer is just able to meet this cost, but the producer 

<^erive3 a profit. In profit, as it is generally 
understood, there is always an element of wages or interest; but pure 
profits, in a state of competition, depend upon varying nrices and 
coste. In conditions of monopoly, the Jeess over 

outlay, may be^unaccountably large and have no relation to cost, 
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trouble or risk involved in producation and supply. The size and 
the nature of the demand set limits to the profits under these 
circumstances. A producer may himself contribute all the factors 
of production, and the value of his output will contain the elements 
of remuneration for all ol them. It is not, therefore, easy to distin- 
guish the profits of the common cultivator and the artisan who supply 
their own labour and enterprise. 


The profits of Indian cultivators are, of course, regulated by 
the prices of agricultural products and the peculiar conditions as to 
costs under which they produce. In times of scarcity, for example, 
the prevalent high prices favour cultivators in certain localities while 
their neighbours may be losers. The unsatisfactory conditions of 
the American cotton crop will thus send up the prices of the 
Indian staple but in this case it is the middleman who is more likely 
to get the advantage than the cultivator, though the latter does not 
fail to derive some benefit. Here luck or chance plays an important 
part ; but continuous profits are the result of more or less permanent 
advantages and favouring circumstances, which are, however, discount- 
ed by competition. The advantage of care and diligence, of good soil, 
cheap credit, irrigational facilities, proximity to markets, utilization 
of improved manures and implements are these factors. But the 
profits will diminish or vanish as these advantages are shared by 
other cultivators. Increased wages of labour and high prices of 
clothing and other necessaries of life which have to be purchased, 
will again, increase the costs of production and reduce profits. This 
does not make improvements meaningless because what is lost 
in falling prices, is gained in a larger output. And here we are 
speaking only of pure profits. As regards manufactures, a crafts- 
man who is reputed to be ingenious or honest or skilful, is able to 
procure larger profits than his competitors. The above remarks 

apply to trade also. 


Profit in this sense of a differential gain, like rent, depends 
upon certain peculiar advantages, vanishing when these favourable 
conditions vanish. It is for this reason said that profit imy be 
reduced to zero and yet an industry may continue to be °"- 

The opening up of a part of the country by a raUway or the Mtab- 
lishment of a new market in the vicinity, has made agnculture more 
profitable in certain localities while that advantage is 
less fortunate tracts in the interior. But ordinary profit which 
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is nothing but a reward for the trouble and risk of management, 
becomes a part of the cost of production, and however small it 
may be, it must be earned by all in order that they may carry 
on their industries. When the elements of rent, interest and 
wages are excluded, profit is the remuneration for the work of 
organization and management. It is possible to find out the residue 
after the shares of these factors are deducted from the price obtained 
for the produce and it may often be nil. A cultivator who takes a 
farm on lease, for instance, pays rent, wages and interest and retains 
an amount in his hands which is larger than what he would have 
obtained if he had worked for another as a mere hired labourer ; and 
that amount is his profit. If no such surplus is left, he must be said 
to have earned no profits but obtained only ordinary wages. Where 
it is not the result of fortuitous circumstances, profits will be the 
reward for inventiveness, superior enterprise and efficient 
management. 


326. Agricultaral Profits : — Agircultural profits were 
comparative!}' steady when different parts of the country were isolat- 
ed from one another and from the outside world, being disturbed only 
by scarcity or famine. There is a cycle of good and bad years in 
agriculture in most parts of India, where the supply of water is not 
secure, and profits and losses alternate. Losses have to be carried 
over from bad to pod years and the average profit is small or is 
negligible except in cases where weather conditions are normally 
satisfactory and there is an assured market for the produce. When 
provinces pd districts were isolated from one another, this disparity 
was renpkable. But now the districts and provinces of India have 
been linked to one another and to foreign countires by railways and 
stMraers, and competition also plays a more important part than 
before in the determination of profits. The demand for cotton, for 
e^mple, m foreign as well as in local markets, acts upon the price 
o the Indian staple, and the profits immediately go up with rising 

prices thpghtheymaybepartiallyintercepted by middlemen as point 

ed out above, and may not always reach the actual producers. While 
to wT* just enough 

r..-; in 12 -tt 
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extent of his field and the cost and the selling prices ; irrigated land 
may yield him twice as much. In certain circumstances, therefore, 
some margin will be left to him, which will be his profit. 


The profits of the cultivator will, normally speaking, increase if' 
he can utilize the factors of production more economically. If he 
makes the most of the materials and implements he possesses and 
bestows all his energies and care upon the business, he wll be able 
to extract a larger output from the soil. The items of interest and 
rent take a heavy toll of the produce of agriculture and the surplus 
tends to become small. An adequate supply of cheap capital com- 
bined with the enterprize and managing capacity of the fanner, 
must yield substantial profits. Improved implements, good seed 
and manures and advanced methods of cultivating aud marketing, are' 
factors which are calculated to make intensive farming profitable. 

I n dry farming much has to be left to chance and the returns are 
precarious. But even there, careful and judicious management does 
not go without its proper reward. 


A farmer who possesses a large block of land enjoying the 
benefit of a well or an irrigational canal and who has a stock of 
plough cattle as well as capital for seed and manure, is able to make 
good profit and is well off. In such intensive farming, the cost of 
cultivation is considerable, but the profit is also good. But usually 

the cultivator is just able to maintain himself and his famUy with 

their labour, and the income from the land owned or leased must be 
supplemented by wages earned elsewhere and in other ways. 
Agricultural profit worthy of the name is obtained by substantial 
land-holders and particularly on irrigated land, for instance, where 
sugur-cane and garden and commercial crops like tobacco, fruit, 
vegetable, oil seeds and cotton, are grown.® Owing to minu te sub- 


1 See Dr MaoD’e Life and Labour io a Deccan Village. 

2 -How rery large tbe margin of proOt may thus become ^ 
my own eiperienoe with regard to the land round the oity of 

j-aars ago. this land produced only a poor and uocertam 

perhaps Rs. 5 or Rs. 10 an aero. Now the same land is 

year with a magnideent crop of su^raroane, and when e o 

day it was being Bold as it stood on the ground for a ou ' qq 

By this transformation the raiyat, from being a wrote e a a fk-r imorove- 
tbe borders of famine, benomes a substantial yeoman eager for furtbe P 
nients and ready to pay for all the accommodation he requires. i • • 

Wedderburo lo a paper od Agricultural Barks Id Ind ft rea 
Mao-bester Chamber of Commerce, in 1883. 
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division of land and want of capital, the profits of cultivation are • 
usually very small. These facts are brought out in the inquiries 
which have been recently made into the family budgets of cultiva- 
tors in different parts of the country. Here agriculture is not a 
business in the proper sense of the word, and there is no regular 
profit in it. 

If profit is the reward for enterprise and efficient management, 
the farmer must have at his disposal the means of earning an income 
in that form. We have to recall here the unfavourable features of 
the common Indian rayat’s position in this respect. The unecono- 
mic somllness of the holding of the cultivating proprietor or tenant 
farmer, brought about by repeated subdivision and dispersion, 
renders remunerative organization and management impossible, and 
profits may ultimately be found to be equivalent to or less than 
current wages. It is a common experience in many parts of the 
country that agriculture does not yield even the lowest market 
rate of interest by way of profit. Consolidation of holdings and 
co-operative cultivation are calculated to improve the position. 
Otherwise, fanning can not be organized and managed as a business. 

It becomes a supplementary industry ; or rather, other occupations 
and industries supplement agriculture, and any profit that may 
accrue, is not agricultural profit in the true sense. Agriculture 
must, in such cases, be regarded as a losing activity and is carried 
on for non-economic reasons. At any rate, it can not be an inde- 
pendent euterprise remunerative by itself. That capitalist and 
absentee landlords fail to secure profit while the rayat scores ap- 
parent success, is a phenomenon which merits refiection in this 
connection. On a holding of decent size and average fertility, 
profit will vary, in a normal year, fromRs. lOto 50 per acre, 

depending as it will on the kind of crop raised and the capital 
invested. 

327. Indastrlal ProHts The above remarks apply mutatis 
mutandis to the ordinary artisan or craftsman also. Those engaged 
in domestic industries, the autonomous workers, will normally be 
able to get just enough to maintain themselves, that is, wages 
unless the demand for their products increases and enhances prices 
or theff costs of production are reduced. As we have shown in a 
preceding chapter, they may not be able even to get these wages 
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and may have to give up their callings.* Take shoe-making as 
an example. The ordinary shoe-maker's family lives from hand to 
mouth and there is no profit in the industry. But an enterprising 
shoemaker now goes about and secures orders for shoes and boots 
of various types and sets a number of skilled operatives to work for 
him. Such a person is able to earn a clear profit. Organization of 
industry in th's way yields faT profits also in other occupations and 
trades. Conditions created by the War, favoured several classes of 
producers, who, in normal times, could just make a living or led 
precarious lives, and they enjoyed a temporary spell of prosperity ; 
but the profits of these industries disappeared with the cessation of 
the war and unless economies are introduced in management or 
prices remain at a sufficiently high level, they will barely remuner- 
ate the labour of the workers. Almost all the members of the 
family of a craftsmanVill work at a home industry, and the normal 
profits there, are nothing more than the wages of management. 
But the possession of special skill and the reputation acquired 
through the largeness of the number of satisfied customers, yield 
profits to a few prominent craftsmen. 

In the case of an autonomous producer, a master craftsman 
employing hired labour, the remuneration of management is sub- 
stantial and can be easily distinguished. That is not possible in 
the case of a small artisan working by himself or with the help of 

the members of his family, though of course, the element of profit 

may be present even there. Several such craftsmen and arUsans, 
rise from the position of humble wage-earners and become eraployera 
of labour and earn profits from the industries organized by them. 
They save and borrow capital and are able to clear a mar^n after 
paying interest and wages. Many such builders, bidimakers, 
carpenters, weavers, shoemakers, tailors, contractors, printers, book- 
binders, dairymen and shop-keepers may be seen every where. And 
given the necessary ambition and enterprise, there is much scope for 
profit even in small and indigenous industries. The use of machinery, 
improved implements and tools and of new methods, enables a 


1 “Takina India, a whole, although there hai been an 
ioduetrial prosperity and de^relopment in the period between the oen-ufl,- of 190^ 
end 1911, competition with imported articles and the product, of 
ized on the latest methods and worked by machinery. ruined many of the 

handicraft., especially the handloom industry and compelled ^ 

their ancestral Tooations for other means of Its-elihood, notably agrioul u e- 
K.L. Datta: Report ontHlgh Prices. 
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profit being reaped, and examples of such profit ia agricultural 
and non-agricultural industries, particular!)' the latter, e. g. 
flour mills, brick and tile works, cap factories, foundries &c, 
are common. 


The profits of industries conducted on a large scale and on 
modern lines, have been large enough. Cotton, jute, the tea planta- 
tions and the mining and engineering industries as also banking, 
insurance and export and import trade, have left considerable 
surpluses which have encouraged the expansion of manufacture. 

“The number of these is, however, very small. The rise of prices 
has undoubtedly benefited them in as much as the prices of articles 
produced by them, have, in most cases, far exceeded the cost of pro- 
duction." "When competition is active, the general rate of profit will 
tend to be uniform and to diminish. Capital will flow into the com- 
paratively more remunerative industry and the level of prices and 
profits will be brought down. People rush into industries and 
trades which temporarily yield high profits and help to equalize and 
reduce the rate of the latter. Competition thus set up. results in the 
elimination of the less fit to live. Customary profits are steady, and 
particularly so in most rural parts in India, except when the equili- 
brium between the supply and the demand is disturbed by an eco- 
nomic crisis like a famine or when the high prices ruling in the out- 
side markets reach the country side. The rate of profits in a few 
industries concerned with luxuries, is extra-ordinarily high e. g. 
perfumery, though the total turnover is comparatively small. 


328.^ Dividends Joint stock companies afford a good 
oppportunity to persons who have small amounts of capital to invest 
and who want to share in the profits of the large manufacturing in- 
dustnes. Shareholders receive not only interest upon the money 
they have put into the industrial or trading concerns, but participate 
in the profits of organization and management also. The concerns 

are managed by or are under the surpervision of their representa- 
tives, the elected directors; and shareholders are entitled to receive 

a s^e in the profits. The holders of ' ordinary * shares are prepar- 

ed to face the nsks of loss in the hope of receiving such dividends 
noTOjdly as will more than make good occasional deficits. They 
participate in the control of business, and therefore, in profits and 
losses Those who hold < debenture ' claims, ^re the meditom 
of the company and are content with a Sxed late of inter- 
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est 01 ) their capital, which must be paid before profit is declared. 
They do not control the management and receive no profits. Holders 
of ‘preference" shares are assured a fixed rate of profit and their 
claim must be satisfied before a dividend is paid on ‘ordinary ’ 
shares, though they are not entitled to receive more when the com- 
pany earns more. The name ‘deferred’ shares is significant enough. 
I he device of joint stock companies, in this way, enables persons 
who could not conduct industries themselves to become part pro- 
prietors and managers and to sliare in their profits which are an 
inducement to capital to flow into productive channels. 


The Bombay mill industry reaped a rich har\'est of profits when 
owing to the deficiency of the supply of foreign cloth, the level of 
the prices of indigenous piece goods rose during the war. But in 
the post-war years, the profits vanished and there were serious 
losses. Before that time, in pre-war years, it earned moderate profits 
as it gradually expanded. How abnormally high profits may be 
earned by industries which are placed in exceptionally favourable 
circumstances, may be best illustrated by a reference to the huge 
amounts raked in by the jute mills during the four years ending in 
1 91 8. The amounts of the profits given below are arrived at after 
deducting the income tax and the supertax paid to government. 
These huge profits were earned, be it remembered, at a time when 
raw jute was very cheap and the Bengal cultivators suffered from 
low prices. 

• ■ Jute Mill Industry, 


Year 

1613 

1914 

1915 

1916 

1917 

1918 


Years. 

Net Profits. 

Ratio of Net Profltr 

£ 

to paid up Capital 



per cent. 

1914 

823,000 

10 

1915 

4.661.000 

58 

1916 

6,155,000 

75 

1917 

4,305.000 

49 

1918 

10.57,8000 

113 


Half-yearly statements -of Jute Mill Profits. 

Profits Inoloding debenture 


interest. 


Rs. year 

.. 2,45.97.553 1919 

96.18.649 1920 

4,29,48,960 1921 

.. 6,48,71,541 1922 

4,23,92,573 1923 

... 12,29,25,767 1924 


Rs. 

.. 11,64,53,696 
.. 12.64.82,666 
.. 4,95,86.033 
.. 3,58,35,863 
.. 4.95,33.808 
.. 6,06.72,619 
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High rates of dividends were similarly paid in several other 
industries e. g. paper mills. Shareholders pressedfor the distribution 
of as large amounts of profits as possible. Money which would have 
proved useful in overhauling old or purchasing new machinery and 
in providing efificient eq.uipment, was distributed among sharehold- 
ers who wanted to make hay while the sun of prosperity shone. 
And in several industries the time of depression and losses soon 
came. There are, of course, ups and downs in the condition of 
these industries, and in calculating profits we have to take the 
average of a few years. The scale of profit in the case of the cotton 
industry, for example, is regulated by tht stocks of piece goods in 
the market, the price of raw cotton, the supply of coal aud so forth. 
But on the whole, in industries carried on with the assistance of 
machinery and on a large scale, the rate of profit is sufficiently 
high. The shares of joint stock companies are quoted at high 
figures and the share-holders of such concerns, large and small, 
participate in the industrial prosperity. The market quotations go 
up and down with speculation, but at bottom they are based upon 
the profits earned by companies and the market rate of interest 
which is a constant regulator. The depression which followed the 
post-war boom, darkened the ouUook for several important indus- 
tries which ceased to pay dividends to share-holders e. g. steel-' 
paper, cement, cotton &c. The new mills and factories which were 
seen nsing on every side, the gins and presses and the oil, leather, 
woollen and flour miUs as also sugar-cane crushers which were set 

up, were an indication of the attractive profits that were expected 

m these concerns. It was also evidence of the diversion of indus- 
trial effort from one direction viz. the old, to others, the modern 
type of manufactures. Cotton miUs were reported to be making 
huge profits in the midst of the general post-war economic dcprca- 

‘0 earned a profit 1 6 crorea in 

1920andl5croresml931,ona capital of Rs. 16 erores. Joint 
Stock banks also showed substantial profits. In 1924 and 192-; 
owever, the condition of the industry was very bad and there were 

wTto Tte sh'''^t“ '"’'''de- 

water. The situation remained bad upto 1 930 till special tariff nro 

SUITS’* "'“•""'V s; 
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The foUowlog figures are taken from an estimate of the profits 
of the Bombay mill industry : — 



Paid-up Capital 

ProSt Id 


Paid-up Capital 

ProSt in 

Year 

ID lakhs of Rs. 

lakhs 

Year 

in lakhs of Rs. 

lakhs 

1910 

6,40 

60 

1919 

13,10 

13.06 

1911 

6,80 

52 

1920 

16.10 

16,58 

1912 

6,80 

2.60 

1921 

16.60 

15,39 

1913 

7.30 

1,82 

1922 

18,90 

7,27 

1914 

7,80 

89 




The Textile Tariff Board gives the following relevant statistics 
which include added figures for later years : — 

( In crores of Rs. ) 


Paid-up Capital 

Year 

Original Cost of 
buildings &o. 

Net proSt 
or losi 

Percentage of 
dlTidends to 
paid-up capital 

191? 

7‘65 

17*98 

3-02 

2?2 

1920 

16-98 

33*50 

10-10 

35-2 

1921 

17-83 

38-08 

8*46 

30-0 

1924 

19-28 

46-76 

-2*42 

3.2 

1925 

19-20 

46-72 

-2-87 

2-2 

1926 

18-95 

45-74 

-1-92 


1927 

18-08 

44*42 

-•11 

— 

i9i8 

17-15 

42-99 

-2-95 

— 


329. Steel, Coal and Tea:— While it is not practicable to 
ascertain the profits earned in petty cultivation, small farming and 
the domestic industries, with any pretence to accuracy, the profits 
actually obtained in the organized industries are published with full 
particulars for the information of shareholders of companies. The 
profits of the cotton and jute industries have been referred to above. 
Three other typical industries may be taken here to illustrate the 
subject further, viz. steel, coal and tea. While prices were high, the 
Tata Iron and Steel Company distributed handsome profits among its 
shareholders, and the market prices of ite shares of different classes 
soared to great heights. In 1917-1 8, a sum of Rs. 54 lakhs was paid 
as dividend on a capital of Rs. 3^ crores, and in 1920-21, on a 
capital of Rs. 10^ crores, Rs. 53 lakhs were distributed, the ordinary 
share-holders recemng 18 per cent, and the holders of deferred 
shares 202 per cent. Prices of steel thereafter declined and the costs 
remained high, with the result that even preference shares could not 
be given any dividend. Even in spite of the protection granted to 
the industry, the Tata Company could barely pay pert of the arreara 
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of the dividend on preference shares in 1924-25; and ordinary 
shareholders had to be left out in the cold as in the year previous. 
Prices of steel shares were, therefore, enormously depressed. The 
industry which is identical to-day with the Tata Company, appeared 
to be overcapitalized and even in spite of State bounties, was unable 
to pay a dividend on the ordinary shares. Reduction of ordinary 
capital was, therefore, proposed as a remedy. Protection has been, 
however, continued to the industry, and its shares have been looking 
up, though the ordinary share holders have failed to receive the ex- 
pected returns. 


As there are a number of privately owned coal mines it is 
difficult to estimate correctly the aggregate capital employed in the 
industry. Eight of the joint stock companies paid an average 
dividend of 15 to 90 per cent, in the five years 1911-15 and 30 to 
no per cent, during the quinquennium 1916-20. It is, however 
worth bearing in mind that in 1923, out of 125 coal companies in 

the share list, with a paid up capital of Rs. 8-7 crores, 57 declared 
no dividends. One company paid 150 per cent. , two 85 per cent 
one 65 per cent., two 60 per cent., one 57^ per cent., six between 
50 and 37^ per cent, and the remainder declared dividends ranging 

rom 21 to 30 per cent. Similar figures may be quoted for later 
years, and it should be noted that the coal industry has been recent- 
ly passing through a state of depression. The total capital invested in 
the Indian tea industry is about Rs. 48 crores, of which joint stock 
wmpanies registered m India account for 1 1? crores of rupees. Of 

aii^bT/TR®' wliich particulars were 

m nir J amounting to 

33 2 per cent, on their aggregate capital of Rs. 3^ crores. In 1923 

106 companies declared dividends on their total capital of Rs 3 ^ 

chores amounting to 38 per cent. The co.esponding figures fo^ 

of R. 23 per cent, on an aggregate capital 

low . ~ ‘‘The value in March for Rs lOO of jobt 

th! r 1 V O" ‘'>® Vtices of shares quoted in 

Rs m "nl92l''LT[f companies, 

Ks.182 in l923 forll9compan.es and Rs. 2fi0 in 1924 fm 123 
ioinf^T years »re;Rg. 285 per Rs 100 

joint stock capital m 1927 for 136 companies, Rs. 332 !a 1928 for 


1 Indian Trada JouroaK 
US 
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134 companies and Rs. 303 iu 1929 for 135 companies. The tea 
industry has been passing through a state of comparative prosperity 
during the past few years. In the case of this and many other large 
industries, it will, of course, be borne in mind that the profits 
accruing from them are earned by the foreign capital invested in 
them and are consequently not a part of the real national dividend. 

The following information regarding the dividends earned by and 
the current prices of the shares of a few typical joint stock com- 
panies during October, 1927, will be found interesting: — 


Origioal Value Divideod Preseot 


Company 

Paohora-Jamner 

Dbond-Baramati Kai'way Co. ... 
Andhra Valley Electric 
(Ordinary share) 

Tata Hydro (Preference) 

Indian Cotton (Presa) 

Bombay Dyeing 
Lazmi Cotton Mill 
Sholapur Mill 

Tata Iron and Steel (Ordinary) ... 
Kemp •" 

Central Co-operative Bank 
Imperial Bank 


of Share 

last paid 

Market 

Value 

Rs. 


Re. 

100 

5% 

89 

100 

e% 

102 

1.000 

7% 

80S 

1.000 

30% 

1035 

125 

17i Ra. 

215 

250 

25 .. 

976 

1,000 

300 

6550 

1,000 

325 

8.200 

75 

1 % 

53 

200 

15 „ 

200 

50 

8% 

68 

500 

16 % 

1.445 
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330« What is a Tax?: — It now remains to consider the 
claims of a special sharer in the national dividend viz. the State. The 
part taken by the State in wealth-creation is indirect and, in certain 
exceptional cases, also direct. The State is not a parasite which 
receives an income that it does not earn. The services it renders by 
providing for defence and the maintenance of order, the making and 
enforcing of laws, and for the promotion of education and public 
health, are of very high value; and wealth-production would be 
diflBcuIt and inefficient, if not impossible, without them. It is the 
members of the organized community who contribute to the expenses 
of government in whom its sovereignty is, for that purpose, vested ; 
and the latter may also receive rent and profits, in its capacity of 
landlord or industrial organizer. The methods of securing revenue 
have varied from time to time and from country to country ; and 
popular control over the expenditure of national revenue, depends 
upon political liberty and constitutional rights enjoyed by the people. 
The sources of the State's revenue are, however, strictly limited, and 
the differences wliich distinguish the systems of taxation and revenue 
have been seldom fundamental, though varying political, social and 
economic conditions largely determine the manner in which the 
Citizens will be caUed upon to contribute towards the expenses of 
government and in which the burden will be distributed among 

vl3SSvS« 


The right of the ruler to take a share of the income of each 

wiluh “Imposts of various kinds on different forms of 

wealth produ^ by the people, has always been recognized in 
India as elsewhere. A good ruler was expected to levy moderate 
taxes so that they might not press heavily upon his subjects * but 

individual producti- 
vity was unequal, and in the majority of cases, small. The ancient 

to-gwers of India lay down what shares the king may take and 
y aid &c. used m England to signify the contributions taken 
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by the king from the people, are suggestive in this respect.t In 
pre-British times, cesses and fees, as well as direct and indirect taxes, 
were only too well-known in India ; and they were all levied on a 
well-defined and regulated system. Some of the so-called taxes are 
merely fees or prices paid for specific services rendered by the State 
or the public powers. In reality there is no idea of a quid pro quo, 
or of direct exchange of services between government and people, 
involved in taxation; and their membership of society imposes upon 
people the duty of contributing regularly towards the expenses of the 
State. The science of finance is a recent growth and the principles 
of taxation have been steadily evolved. Principles of equity, 
faculty or ability or benefit derived and equality of sacrifice, 
have been developed ; and the statesman is expected to weigh 
carefully the social, economic and political effects of the taxes he 
imposes. A tax has been defined as “a compulsory contribution 
of the wealth of a person or body of persons for services rendered 
by the public powers”.* An attempt is, of course, made to assess 
the individual's contribution on the basis of the degree of his ability 
to pay measured by his income, and to exact, as far as practicable, 
an equal amount of sacrifice from all. Taxation is also used as 
indirect means to promote certain ends which apparently lie out of 
the province of the taxing authority, such as correcting the inequali- 
ties of wealth-distribution and the promotion of healthy consump- 
tion. The State normally determines each year how much it will 
require for its expenditure and distributes the amount among 
various forms of taxation. In times of emergency it borrows to 
cover its expenditure that can not be met out of taxation ; and nor- 
mally secures a part of its revenue from its property and industrial 
and commercial undertakings. There is a growing tendency to 
weigh the efifects that taxes are likely to produce upon the different 
classes in the community who must be treated fairly and justly 
with reference to the burden imposed on them. And their political, 
social and economic bearings are daily growing in importance. 
Existing systems of taxation in most countries are, however, legacies 
of the past and can be altered and improved in the light of develop- 
ed economic theory only by slow stages. 

331. Indigenous Tax»System From time immemorial, 
rulers in India have regula rly taken from their subjects contr^ 

1 See Seligman : Eisaya in Taxation. 

2 Ba^table: Fublto yiDance. 
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kutions of wealth or services for the maintenance of themselves and 
their governments. The people were made to pay in a variety of 
ways ; and while the payment of taxes was acknowledged as a duty 
in view of the benefits derived from the functions performed by the 
government, onerous impositions were condemned as tyrannical. 
Moderation of incidence was a characteristic feature of a good 
system of taxation. Manu says— “After due consideration the 
king shall always fix in his realm the duties and taxes in such a 
a manner that both he himself and the man who does the work 
receive (their due) reward."' His idea as to the method :of tapping 
the people's wealth, is expressed thus “As the leech, the calf and 
the bee take their food little by little, even so must the king draw 
from his realm moderate annual taxes." The importance of moderate 
taxation is brought out in the following Let him not cut 
up his own root (by levying no taxes), nor the root of other (men), 
by excessive greed, for by cutting up his own root (or theirs), he 
makes himself or them wretched."* 


The king must himself live in becoming dignity, maintain his 
army and his civil ofl5ciaIs to protect the people, preserve peace and 
order and promote the well-being of the subjects. He, therefore, 
shared in the wealth produced by the different classes of the popula- 
tion and distributed his demand among them according to their 
occupations and capacity. We find from the accounts of ancient 
king-craft that ta.xes imposed upon different forms of wealth and 
diBFerent chsses of people are distinguished and personal services 
are exacted from mechanics and artisans. A fiftieth part of the 

increments ofcattle and gold and the eighth, sixth or hvelfth part 

of crops 19 allowed by Manu. Heavier taxes are justified by the 
exceptional needs of the ruler g. war. Proceeds of regular taxes 
are cl^rly distinguished from the income from royal lands, forests 
and other property. Kautilya gives a formidable list of the sources 
of the king's revenue and is anxious to expand and conserve them. 

a comprehensive system o 
taxation into whose het cultivato rs, traders, artisans, craftsmen, pro- 

'T'It ^ ?rT5T ii 

™ 0, Mod.rp 
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fessional men were all caught; and excise, customs aud transit duties 
as well as taxes on acts, transactions, commodities and consump- 
tion were a regular feature of the system. 

The Moguls and the Marathas essentially followed the same 
fiscal practice and their assessments and collections were animated 
by the two-fold principle that the government must draw from the 
people a sufficient revenue tlirough different sources and that fiscal 
arrangements must be devised in such a way that they might not 
prove oppressive to the taxpayers while they allowed none to escape, 
except those specifically exempted. The right of the State to levy 
taxes upon all classes of people except a few favoured individuals or 
sections of the community, was rigorously enforced but exemptions 
and deductions were liberally allowed in cases where the incidence 
was calculated to prove unfair or oppressive. Abul Fazl makes the 
following observation regarding the connection between national 
prosperity and the fiscal demands of the State “ But the success 
of these operations (corporeal or intellectual labour on the part of 
different ranks of people put forth for recruiting animal strength), 
which tend to the ease and comfort of every condition of life depends 
upon the justice of monarchs, and the integrity and ability of their 
ministers, for every countr}' has something peculiw to itself... ...So 
that it behoveth the officers of government, in their respective 
districts, to attend to every case of those circumstances, that the 

demands ofthe state may be fixed accordingly."' That the king s 

demand for contributions must be satisfied at any cost, was a princi- 
ple universally admitted by the people and systematically enforced 
by the rulers. It can not, of course, be pretended tliat the maxims 
of Manu were always strictly observed and that the taxgatherer was 
uniformly moderate or considerate. There was, however, great 

elaeUcity about the system, and except under tyrannous rule or in 

times of political confusion, there were safeguards against oppressive 
and arbitrary exactions. 

332 Transition The government of the East India Com- 
pany succeeded to this indigenous system of taxation above desenbed; 
but it took the British government more than three generations 
evolve order out of the chaos which prevailed m the finances of t 
country and to correct the abuses which had found their way 
the svstem. Some of the important taxes were farm ed out; a nd p^y 

1 Ayeoa Akberi. 



TRANSITION 


891 


cesses were numerous and oppressive. Commodities, actions, pro- 
duction, sale, consumption were all taxed and the system had become 
harrassing. The impositions on the people were frequently feudal 
in principle and working. The British government slowly abandoned 
the petty exactions and concentrated upon the bigger sources of 
revenue e. g. the land tax and the salt and opium monopoly. In 
several parts of the country the people, however, continued to pay 
numerous petty taxes ; and Sir H. Frere stated that he found more 
than 60 separate and distinct taxes of the nature described above still 
levied in Poona City alone, when he was directed to inquire into 
them in 1S36. The more important taxes and other sources of 
revenue, however, continued to be the land tax, the opium andsalt 
monopolies of the State and the customs and transit duties. With 
the extension of territory, improvement of the means of communica- 
tion and the establishment of peace after the Mutiny, the financial 
resources of government steadily expanded.' With each revision 
settlement, the land tax was enhanced and the excise brought 
in increased receipts. As the fiscal arrangements developed, the 
revenue of the Indian government was made up of different ele- 
ments : (1) income from its own property, lands, forests, railways 
leased out to companies, royalties, tributes from Indian States etc., 
(2) income from its commercial undertakings like railways directly 
managed by the State, canals, the Post Office, monopolies of salt, 
opium &c. and (3) taxation proper viz. contributions levied upon 
the people (i) directly, like the land tax and the income tax and 
( ii ) indirectly, like taxes upon commodites g. customs and excise 
duties and upon actions like stamp and registration duties. In 
India, there have been, for years, two taxing authorities, the Gov- 
ernment of India and the local bodies and now the power of 
taxation has been conferred upon the Provincial Governments also. 
The revenues of the latter have been comparatively small and the 
bulk of the taxation has been imposed by the Government of India, 
and its revenues have been supplemented by its share in the pro- 
vincial revenues. The Provincial Governments have recently 
acquired power of independent taxation, and certain sources of 

revenue have been definitely assigned to them so as to be under 
their complete control. 
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One striking feature of the Indian tax system is the compara- 
tively large proportion the land tax used to bear to the total State 
revenue. At one time it was fully one-half of the total ; only 
twenty-five years ago it was 31 per cent. Now it is about 15 per 
cent. With the growth of industries and trade and the increase in 
the manufacturing and commercial activities of the people, this ratio 
has steadily declined, and the contribution of the other taxes to the 
national exchequer has become very much larger tlian it was a few 
years ago. In a previous Chapter we have dealt at some length with 
the subject of income from land and shown that the Indian land 
revenue is a property tax or a tax on agricultural incomes, that land 
in India is not, as is often times supposed, the property of the State, 
and that, therefore, income derived from it can not be regarded as 
rent taken from tenants. India is said to be one of the most lightly 
taxed countries in the world, and this statement is mainly bas^ on 
the assumption that land revenue is a rent. Sir John Strachey,' for 
instance, says: — “The State in India has, at all times, reserved to it- 
self resources which, in other countries, belong to individuals and 
which render heavy taxation unnecessary. There is certainly no 
country in the world possessing a civilized Government in which the 
public burdens are so light.” And further: — “In England taxation 
supplies five-sixths and in India not much more than one-fourth of 
the public income.” 

The last statement does not at all hold good, in any case, in 
recent financial conditions. It must not be forgotten that the 
Indian system ol taxation is the system of a poor and mainly agri- 
cultural country and that it has not been under the control of 
the Indian people. The land tax was the mainstay of the govern- 
ments in the world before the development of the modern extensive 
and complicated industrial organization. Formerly land was the 
only valuable property and index of income, that could be taxed, but 
now other sources of revenue arc much more important and pro- 
ductive. The economic evolution which is taking place in India is 
bound to move in the same direction, and in the future the proceeds 
of the land tax will bear a smaller ratio to the total revenue of 
government than they do at present. The land tax is now an 
entirely provincial source and will become more and more a local 
tax. In view of the unsatisfactory economic condition of the Indian 

1 lodi*, iti AdmioiitrAtion and Prograsa. 
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people it will be found that the burden of taxation they have to 
bear, is by no means light. 

333. Present System of Taxation The very fact that 
the statement of Sir John Strachey quoted above, viz. that taxa- 
tion supplies only a small fraction of the total revenue of the Indian 
government (even conceding tliat land revenue is not a tax), has 
become extremely inaccurate, is significant of the radical change 
which has come over the Indian tax system.' With the gradual ex- 
pansion of foreign and internal trade and of large-scale manufactures, 
on every side, with the extension and improvement of the means of 
communication and with the growth of banking, the income tax, 
customs and excise and stamp duties as also new taxes like amuse- 
ment and inheritance duties, are sure to assume greater importance. 
Land revenue is a kind of income or property tax; in Bengal and 
north Madras, it is a fixed quantity; and other incomes and proper- 
ties have so far escaped their reasonable burden, though license 
duties and trade taxes have been tried and a low general income tax 
had bwn in existence for over a generation. The Indian tax-system 
was violently disturbed by the pressure which war expenditure and 
high prices exercised on it and new taxes were imposed and 
o d imposts were raised in order to enable government to meet 
the extraordinary demands on the t^easur>^ The government did 
not, however, break much new ground. It was, nevertheless, thought 
Imt the burden of taxation had been thrown on the shoulders of 
diflerent classes in a hap-hazard fashion and therefore the Todhunter 

mmittee was appointed to invesUgate the whole problem and to 

reco^end the redistribution of taxation. But little has been done to 
moify he tax system ; and instead of a reduction, the budget for 
yiO-31 proposed enhancement of the tax-burden. It is, of course 

leTlrtatTnl f • of ta^sation that will 

Strachey adannisto Mn tmfS' 

syste. 

- -....a .. 
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Another noteworthy feature is tliat our customs revenue was, 
comparatively speaking, very small before the war ; and the free- 
trade conscience of our government and the pressure of British 
manufacturers and merchants were mainly responsible for this state 
of things. The war proved a powerful hustler which has forced on 
government a number of radical fiscal and other changes which would 
have taken years to commend themselves to them. A high tariff came as 
a war necessity and remained as an after-w’ar necessity. It is bound 
to continue for the very reasons for which it was once resisted. Finan- 
cial centralization and the complete dependence of Provincial Govern- 


ments on the convenience, whims and the cliarity of the central 
government in the matter of taxation and expenditure, constituted 
another drawback of the Indian system of finance. This defect 
has now been removed by the complete separation that has 
been effected between Imperial and ProWncial finance though 
Provincial contributions continued to be a bone of contention and 


a stumbling block for a few years. Indian finance and taxation 
have now become federal in character and scope and must be studi- 
ed from that point of view. Decentralization is the keynote of the 
Reforms, and it is reflected in the financial as well as in other spheres. 
A further weakness of the system lies in the poverty of the local 
bodies whose sources of income are unproductive and inelastic and 
« hid. are. therefore, ..ot able to undertake those works of pubhe 
utility which characterise the administration of local authorities iii 
Mcsteri. countries. Attention has, therefore, to be fixed upon natioual, 
provincial and local finance as distinguished from :one another or 
clearness of understanding ; and the system must, likewise, be 
viewed as a whole in order to produce a co-ordinate conception 
Lastly, the power of the purse has not been in the hands of the 
people and there is no popular control over taxation and expenditure 
except to a limited extent. Government, therefore, can not and 
does not levy taxes which it ought, and does not spend those that 

are levied, in the manner the tax-payers would ' 

The constitutional reforms inaugurated by the 

nient of India Act, 1919, conferred this power of taction and coiP 
trol over expenditure in the Provinces wdh reference to the 
‘transferred’ departments, on popularly elected legis a n , 
Government of India remained essentially unrespons.ble in matters 

financial except for the greater amount of influence 
Legislature could exercise through the new opportunities which we 
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provided to it. The nature, the direction and the amount of expendi- 
ture have an important bearing upon the whole system of taxation ; 
and the latter will not undergo satisfactory improvement unless and 
until national expenditure is brought under effective popular control. 
Constitutional and financial developments are closely connected, 
and even in Great Britain, public expenditure and taxation are 
materially influenced by the changes of political parties in power 
in Parliament, as Conservative and Labour budgets have shown, 
in recent years. The Simon Commisson inquiry had, therefore, to 
include the investigation of the financial problem, and Mr. Layton 
was specially asked to study it and to make recommendations with 
respect to the changes called for. The claim of the Indian States to 
a share in the customs and other revenues, the burden of which has to 
be boroe automatically by their subjects, also needs consideration. 
We shall bring out these points in the course of the present and the 
next Chapter and shall attempt to show how financial reform of a 
comprehensive character is needed in India in the interests of the 
welfare of the people and how it must be brought about with great 
care and caution. 


334. Financial Statistics: — Important changes were effect- 
ed in the Indian system of taxation as a result of the stress of war 
conditions; and the expenditure and the revenue of the country 
have expanded by long strides. Again, the budget of the central 
government no longer includes provincial figures and the statistics 
of gross railway revenue and expenditure are now presented in a 
separate budget. The distribution of revenue and expenditure bet- 
ween the Central and the Provincial governments, was placed upon 
a new fooUng as a feature of the constitutional reforms inaugurated 
in 1921. The system of financial sharing was replaced by the system 
of independent sources of income for the provincial governments, 
the latter shouldering the responsibUity of making up, for a few 
years, the resultant deficiency in the central exchequer by propor- 
tional contributions.' We give below a comparative statement of 
the revenue and expenditure charged to revenue, of the Government 
of India, and of provincial governments for the last pre-war year 
the year 1920 2 the last year of the old system of accounts, and’ 

also for 1923-24, and forl925-26. We also add a statement show- 

“I"'!'*” Admlni.tMlion" tor Informotioa on thi. 
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ing the growth of revenue and expenditure during the past fifty- 
five years : — 

I 

REVENUE. 




1913-1< 

1 

1 1920-21 

1923-24 

1925-26 



a 

Central. Provin 
! cial. 

-Central 

. Provin- 
cial. 

Principal Heads 


1 

Crores 
of Rs. 

) 

: Crores 
j of Rs. 

1 

Crores 
of Rs. 

Crores 
of Rs. 

Crores 
of Ra. 

Crores 
of Rs. 




Land Revenue 

• •• 

. 32-08 

31-97 

444 

» 44 

• 44 


Opium 


2-43 

3-53 

2-24 

• 44 

4-11 

444 

Salt 


5-16 

6-76 

10-01 

• •4 

1 6-32 

*•4 

Stamps 

• e« 

7-97 

10-95 


444 

1 

1 *** 

• 44 

Excise 


13-34 

20-43 

444 

• •• 

1 

1 ... 

444 

Customs 

• • • 

11-33 

31-69 

39-69 

444 

47-77 

#44 

Taxes on Income 


2-92 

22-19 

18-23 

-26 ; 

15.85 

•26 

Other beads 

1 

• • • 

5-04 

to 

7.54 

2-28 

72-77 ' 

212 

t 

1 

75-62 

Total Prinoipal Heads 


80-59 

135-26 

74-46 


76*74 

75 88 

Interest 

1 

•• • 

2-02 

4-30 

3-16 

1-58 : 

4*21 

2-34 

Posts and Telegraphs 

ee* 

5*39 

• 

9-62 

•96 

1 

• 44 

1 

*86 

9^4 

Currency^ MiDt,Ezobaoge&c. 

•50 

•73 

3-12 

1 

... , 

4'63 

# » 9 

Receipts by Ci^il Depart*! 

2-11 1 

3-55 

-68 

3-44 

•89 

3-58 

meets 






1 

•54 

2-03 

Misoellaneout 

• «* 

1-15 i 

20*30 

-94 

1-86 

Railways : Net Receipts 

• •• 

1 

26 43 ' 

( 

25-01 , 

32-69 

•31 

34-40 

*03 

Irrigation 

««• 

7 06 i 

1 

8-79 j 

•10 

7-06 

•12 

7-48 

Other Public Works 


*44 

1 

■76 i 

*37 

•65 

•12 

•68 

Military Receipts 

• 4 • 

2-05 ! 

6-66 1 

4-81 

499 

4-39 

• •• 

Extraordinary Receipts 


« *4 

1 

2*59 

999 

•63 

1-55 

Frovinoial Contributions 


444 

... ! 

883 

-8-83 ; 

6-08 

-6-08 

Total Revenue 

• • • 

127-81 

} 

215-01 

132-78 

78-85 1 

1 

1 

133-17 I 

87-51 
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1913-14 

1920>21 

1923-24 

192S26. 


Central 

Provin* 

SB 

Provin* 







cial. 

B 

ciaL 


Crores 

Crores 

Croses 

1 

Crores 

Crores 

Crores 


ofRs. 

of Rs. 

of Rs. 

of Rs. 

of Rs. 

of Ks. 

Dlreot Demaads on ReTenue 

13*91 

22*50 

5*44 ' 

1067 

5*87 

1055 

IntaroBt (Debt Serricee) 

2*27 

16*37 

17*35 

1*85 

18*34 

3*27 

Posts and Telegraphs 

4*90 

9-43 

•25 

• a« 

— *01 

see 

Mint and Currency 

•19 

*28 

*99 • 


•70 

see 

Salaries and Expenses 

20-90 

45*55 

9*33 

44-26 

10-76 

40*16 

of Oivil Depts 



Misoellaneons Civil Charges 

8*10 

11*24 

4*4$ 

6*75 

425 

7*02 

Famine Relief and Insuraooe 

1*50 




V • • 


Railways : Interest and 

19*25 

19-37 

26-25 

-1-07 

‘:s*r i 

•01 

misoellaDeoos Charges 



Irrigation 

5*29 


•16 


•20 

6*11 

Other Public Works 


12-79 


8*60 

l*fi» 

9*53 

Military Serrioes 

31*89 

94*04 

60-46 


^0*39 

• ee 

Extraordinary Payments 

B 

1 

1 

3-40 

ee« 

•25 

•05 

Total Expenditure, Imperial 
and Proyinoial 

124*78 

240-13 

130*39 

76'09 

129*86 

85-89 

Add:— 







Portion of allotments to 

*48 






Provineial Governments 
not spent by them in the 

### 

« «« 

» % • 

»ea 



year 







DKDDOT 







Portion of Provinoial Ex- 

•91 

6*77 





penditure defrayed from 
Provinoial Balances 


• •• 


see 



• 

Total Expenditure Charged 
to Revenue 

124*34 

241*02 

130*39 

76*09 

129 86 

85-89 

Surplus 

3*47 

28-01 

2-38 

2*75 

1 

3*31 

1-61 

Qrf Dd Total 

127.81 

318*01 

132*78 

m 

133*17 

87*51 
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Year. 

GroiB Revenue. 

Expenditure. 

Surplus ( + ) 
or 

Deficit ( — ) 

1875-76 

£ 

51,019,140 

£ 

49,013,871 

£ 

+ 1,668.945 

1880-81 

50,648,968 

52,648,968 

—2,420,930 

1885-86 

49,973.174 

49,973,174 

—1,867.818 

1890-91 

54,444,668 

51,985,887 

+ 2,458.781 

1895-96 

59,395,326 

58.372,660 

' +1.022,666 

1900-01 

66.106.579 

65,139,375 

I +1,670,204 

1905-06 

70.846.565 

68,754,337 

+2,092,228 

1910-11 1 

80.682.473 

76,746,186 

3.936,287 

1915-16 

84.413,537 

1 

85.602.198 

—1.188,661 


Rs. (1.000) 

Rs. (1,000) 

Rs. (1,000) 

1916-17 

147.07,56 

135,85,83 

+12,13,06 

1917-18 

168,99.35 

156.86,29 

+12,13,06 

1918-19 

184,88,66 

: 90.61,72 

—5.73,06 

1919-20 

197,48,59 

221,13,88 

—23,65.28 

1920-21 

215,01.84 

241,02,69 

—26,00,85 

19.’3-24 

211,63,33 

206.48,23 

+ 5,14,80 

1925-26 

220,68,50 

215.7'.65 

\ 

+ 4,92,85 


335, Burden of Taxation It will be useful to study 
the system of Indian taxation in three different periods viz. 
the pre-war, the war and the post-war period. This last 
coincides with the years during which the new distribution 
of financial resources and burdens as between the central and 
the provincial governments, was in operation. Though it ,is true 
tliat whatever the taxing authority may be, whether central, 
provincial or local, the burden ultimately falls upon the same body 
of citizens, the incidence of the taxation varies according to the 
nature of the taxes levied and the persons paying and the authonties 
levying them. Then again, the pressure of taxation must be con- 
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sidered in relation not only to the income of the tas-payefs but to 
the benefit derived by the latter from the amounts expended by the 
taxing authorities. Looking to the needs of reform involving addi* 
tional expenditure, one will easily realize' that people can not 
grudge their governments and the local public bodies larger contribu* 
tions in the form of taxes and rates. But three conditions must here 
be satisfied: (1) that the existing scale of expenditure should be so 
scrutinised as to result in all practicable economy ; (2) that the out- 
lay of public funds should be so directed that it may result in the 
greatest good of the greatest number ; and (3) that expenditure and 
taxation should be subject to the rigid control of the representatives 
of the tax-payers so tliat the ultimate responsibility for both falls on 
the same shoulders. Now, these conditions are not satisfied in India 
to*day. Further, as indicated in passing, above, the statement that 
the people of India are most lightly taxed, is unwarranted. There 
is no absolute standard by which to judge of the lightness or 
heaviness of the burden of taxation, and the relation between it and 
the per capita income of the population, must be taken into con- 
sideration in judging in this matter. That the administration in 
India is more costly than it need be, that the country is one of the 
poorest on the face of the earth and that the people have little voice 
in levying and spending the taxes, are facts acknowledged by all. 
Expenditure regarded as essential for the healthy development of a 
nation, governs the amount of taxation to be raised, and therefore the 
former must be subjected to severe scrutiny. Military expenditure 
in India throws a heavy burden upon the country compared to its 
resources; and the children of the soil are excluded from their proper 
sliare in the composition and control of national defence. Re- 
trenchment and economy and rapid Indianization in the military and 
the civil services are urgently and imperatively called for. 

As an effect of the war, money lost its purchasing power 
very considerably all the world over, and governments had to 
raise vast sums by way of taxation out of the wealth of the popula- 
tion, decreased and impoverished by destruction. A comparison of 
the incidence of taxation in India with that in other countries is not 

obviously expected to be particularly helpful. That the amount of 

taxation per head of the population in this country is comparativelv 
small, can not be denied. But the per capita taxation must be taken 

along with the per capita mcome of the Indian population, and it 
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will be found that the sacrifice borne by the Indian taxpayers is not 
lighter than that made by the citizens of any other country. It ii 
not the absolute amount but the relative burden that is the true test 
in this matter.' And the smaller the income, the greater is the 
comparative sacrifice caused by a given amount of taxation. Recent 
estimates of the incidence of national and local taxation in the prin- 
cipal countries of the west give the following results. We add 
Indian figures for comparison — 



Taxation 

National Income 

Proportion of Nat 


(National and Local) 

Per Capita 

Income Absorbi 


Per Capita 


Taxation. 


$ 

$ 

% 

Great Britain 

86-94 

374-74 

23-2 

France 

39-07 

186-9S 

20-9 

Italy 

1904 

99-17 

19-2 

Belgium 

24-80 

146-06 

17-0 

United States 

69-72 

606>26 

115 

India 

2-5 

25-0 

10 0 


The aggregate tax revenue, central, provincial and local, of 
British India, may be taken at not less than Rs. 1 65 crores and this 
represents about 10 per cent, of the total national dividend. This 
ratio for a poor country like India does not represent a light burden 
and it makes no allowance for the many compulsory payments, 
which the rural population, in particular, has to make in kind as well 
as in money for the peaceful conduct of life’s activities. Those who 
seek to make out that India is the most lightly taxed country in the 
world because it receives the blessings of efficient bureaucratic ad- 
ministration for a cheap price, attempt to prove too much. To speak 
of the incidence of Indian ta.\ation with admiration or satisfaction, is 
besides like a wealthy man’s offer of congratulations to his poor 
neighbour on the latter’s comparatively insignificant burden of ex- 
penditure. We do not complain so much of heavy taxation in India; 
the burden of taxation must grow with the growing needs and 
wealth of the country. We find fault mainly with the methods of 
expenditure, the costliness of the administration and the inequality 
of the present incidence of taxation. In the future, proportionate!) 
more revenue must come out of the pockets of the wealthy than now 


1 “ It ■bould b« underitood that tha actual taxation Id • country docc not 
oeocBiarily represent the true tax burden on the people of that country. It >* 
the relation of taxation to national income wbioh conetltutei more nearly « 
reftl tai burden:**— Tha EcoDomiity 27tb Jone* 1925, 
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and the expenditure of the State must be economised and judicious- 
ly laid out. The haste with which government raised the scales of 
the salaries of highly paid officials and made many appointments of 
Europeans on the eve of the inauguration of constitutional reforms, 
calculated to confer greater political power upon Indians, was not 
reassuring; and the new councils were handicapped by the huge 
commitments of government. The question of the Indianisation of 
the higher services has, likewise, caused bitter heart-burnings and 
has raised supremely important and highly delicate issues. No real 
fiscal reform is possible till the cost of administration is substantially 
reduced, and Army expenditure has been the key to the solution of 
this aspect of the problem. Public funds must be so expended that 
they tend to increase the productive capacity and the income of the 
people. 


336. The Land Tax : — Taking the national system of taxa- 
tion as a whole and without making a distinction between the central 

andtheprovincial sources ofrevenue, let us now proceed to e.xamine 

the different heads of government’s income and the nature of the 
hixes the people have to pay. The land tax is now entirely 
provincialized but it is an element in the total burden of ta.xation 
which the people have to find for the expenses of the administration. 
Landlords and cultivators must certainly contribute, according to 
their ability, to the revenues of the State, and unearned increment 


must be more heavily taxed; but not to count the revenue they pay 
as a tax is hardly correct or fair. Enhancement of the land tax has 
been effected from time to time ; and on the theory of State land- 
lordism, it did not require legislative sancUon. Under the constitu- 
tional reforms of 1 91 9, the revision of land revenue settlements is 
brought under the control of provincial legislatures. Bit adminis- 
Uative practice has not yet been adjusted to the change, and the 

laws ^ve yet to be suitably amended. Land revenue is, in the case 
of substantijd Jamindars, in practice as well as in theory, a tax upon 
the income landlords derive from the tenants cultivating their farms, 
and there is apparent justification in the policy of the State to take 
a certain proportion of that income. The Indian laud tax is 
erroneously regarded as a rent and works out as a property tax 
where, as often happens, it is not calculated to act as a ta.x imnn 
agncultural income. In the latter shape, it must be regulated ^bv 
Jhe principles which apply to income Qnd otljer tiDfes. If tfjetena 
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is avowedly a share of the net produce of the land, that is of income, 
there is no reason why exemption should not be allowed to a minimum 
as in the case of the income tax. If a salaried man or a shopkeeper 
with an income of any amount less than Rs. 2,000 a year, earns 
exemption from the payment of the income tax, the smaller cultivator 
may claim similar concession in the matter of the land tax. 

Inall countries the land tax isa source of revenue to governments. 
In former times a general property tax was levied e. g. in England, but 
it tended to become a taxonland and houses; and other forms of pro- 
perty e. g. personalty, escaped taxation altogether. These forms of 
property are now almost everywhere brought within the net of taxa- 
tion. It is, however, produce or income rather than property that is 
taxed. Taxes must really be levied upon persons and corporations 
and not on property, and this is the accepted principle underlying 
the income taxes of all countries. The State in India has moved in 
its old grooves all these years and has not modified its policy of 
taxation so as to suit changing conditions. We do not wish to sug- 
gest that the land tax could have been or should be given up ; we 
urge that there shouli be equality and equity in its incidence and 
that it should be assessed according to the abiUty of the fax-payer. 
A poll tax or a property tax, is a crude method of raising SUitc 
revenue and leads to inequality and injustice. To-day the land tax 

is assessed, in Bombay and, Madras, upon each acre according to 

fertility, prices, general progress in villages and other conditions, 
irrespectively of the ability of the owner of the land to pay. Because 
u certain piece of land is presumed to be able to yield a certain 
amount of produce, therefore, it must pay from a sixth to a tenth of 
that produce to the State. Land is taken as an index of the ability 
of its owner to contribute to the expenses of the State ; but his net 
income is hardly considered or taken into account. The land tax 
assessed on petty cultivators, is justified on the ground that it is 
practically the only contribution that a large proportion of the 
population pays to the State in India and that if it were excused or 
abolished, a large section of the community would pay notlung to 
the national exchequer and would yet make no appreciable saving. 

The fact is that in numerous instances, the land tax is not ac- 
tually paid out of profiU from land, but out of other earmngs viz . 

1 Tbe attention of the reader is invited to the disou.TioD ofthT. whole sut- 
joot ID tbe Appendix to Cbeptet 
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wages. Why should the agricultural labourer-because the cultivator 
is often nothing more-be made to pay an income tax when craftsmen, 
artisans, petty shopkeepers and moneylenders, better circumstanced 
than he, are exempted from it? Simply because land is supposed to 
be the property of the State wliich represents the nation or is a 
monopoly ofthe favoured owners? Most of the holdings in ray- 
atwari provinces are notoriously uneconomic and the cultivator has 
to supplement his scanty agricultural income by work elsewhere.' 
And yet he must pay the land tax. The indebtedness of rayats is 
heavy and the tax may often have to be paid out of borrowings and 
not out of agricultural profits actually reali9e<l. While the money- 
lender may not pay an income tax, the cultivator who borrows from 
him has invariably to pay it; and the land tax turns out to be a tax 
not upon ability but on liability. This is a serious defect of a 
general property tax and is present in the Indian land tax, at least in 
the case of poor rayats. The tax has, besides, been levied and rais- 
ed by mere executive action and it has thus offended against most of 
the important accepted principles of taxation. Land isanobiect 
better smt^ to local than national taxation and the tax may be 
conveniently handed over to local authorities. Even so, the tax on 
landed property will indeed have to be assessed on the principle of 
'annual valve "or profit from agriculture, and must, therefore be 
ow enough. What should be the basis of the tax has been a sub- 

t tin be° d TT. Presidency and elsewhere,* and 
rffi *° enable the State to peX™ ita 

beneficent duties towards the people. India is a poor country with 
griMlture as its predominant industry. The number of riclfpeople 
or ^ople who stand much within the margin of subsistence is vctv 

the bun b ^ ^ productive. This is the reason why 

of tWs eo^tJ?' ItZ ■“Pertaut place in the tax-system 

familiar tax ^'ch the uemlehnv '’e‘”g “■> ancient and a 


The nuiBber 

average extent of a holding is between! a 
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this reason, followed the line of least resistance, tenaciously clung to 
this source of revenue and done its utmost to improve it independ- 
ently of other considerations. The Taxation Inquiry Committee’s 
views and recommendations in this connection, will be referred to 
later in this chapter. 


337, Permanent Settlement: — The permanent settlement 
of the land tax in Bengal has been the subject of prolonged contro- 
versy. Objection has been taken to it on the ground that it has entail- 
ed on the State considerable loss of revenue. While the land tax 
in the other Provinces has steadily increased and the Stale has shared 
in the benefits of extended cultivation and rising prices, derived 
by the landholders and the rayats, it is urged, the Jamindars in 
Bengal whose estates have steadily yielded them a higher rent, have 
their tax permanently fixed and have not made their proper contri- 
bution towards the growing expenses of the State. This is, in the 
opinion of the critics of the permanent settlement, grave injustice to 
others than landowners and to other Provinces whose people have 
had to bear an increasing burden of taxation.* Pro\ancial autonomv 
has, of course, now weakened the force of the latter argument ; but 
the special treatment accorded by the Central Government to Bengal 
in foregoing its contribution for three years, evoked angry criticisms 
and created dissatisfaction in other pro\ances. The rent received 
by the Bengal Jamindars from their tenants, has increased fourfold, 
to more than Rs. 16 crorcs but the amount of the land tax they pay 
to government remains what it was in 1793, viz. a little more than 
Ks. 3 crores. It is, therefore, suggested that they may, m 
equity, be called upon to take up a larger slrnre in the public bur- 
dens, in one way or another. But it is contended, on the other 
hand, that the landlords “ must either be bought out altogether, or 


1 » If. therefore, the hnaDCee of the country are to be maintained ^ 
solveno;, ei.ber we mue. impose heavier burden, on tbs “f. 

unfomiiiar .bapes. raise the coat of living to the P"'”; „( ,h,ir 
bntion whiob can be levied from the other Provinces with 7 

land ns.essment-in fine, cripple the conntry. f,'" 7tar. 

and disturb its peaoe-oitbsr we must do this / ^„^s,Uuling the 

of revenue along with the other interests on ^ cesaity the Bengal settle- 

Empire. As a measure of justice as much as of ^ purposes or 

ment must be remodelled, and the fact that be 

intentiens-with which or upon which the "“din fS Adminis- 

lulfilled, adds iocreased force to the demand* — Hec 


tratioDe 
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such compensation as they may be entitled to, be offered to them 
before any additional contribution can be demanded. ” 

The Jamindars are naturally very tenacious of their rights and 
resent, as an unwarranted invasion of them, the mere suggestion of 
further taxation of land in Bengal. Apart from all political and 
social considerations, the argument that ‘ many of the present 
holders are bonafide purchasers for value given ; that they bought 
on the faith of the settlement being what it professed to be, a 
settlement in perpetuity ; that any obligations which it is sought to 
throw upon them, having been allowed to lie dormant and inopera- 
tive must be regarded as non-existent, ’ is too weighty to be brushed 
aside however desirable it may be that unearned increment should 
be taxed and the Bengal Jamindars, like other people, should be 
made to contribute their fair share towards the expenses of the 
State. And it is not easy for the State to devise a workable scheme 
for buying up or compensating the landlords. 

If we take into account the circumstances in which the Jamin- 
dars were conGnned or acknowledged in their position of proprietors 
who were to retain for their trouble only one-tenth of the rent 
collected by them from the cultivators and to pay nine-tenth to the 
government, viz. the State; the utter confusion and waste into which 
Bengal had fallen ; the total failure of all previous efforts to bring 
order out of this chaos ; the great difficulty the Jamindars experienc- 
ed in collecting and regularly and punctually paying the Jama into 
the public treasury ; the sale of several Jamindaris by auction for 
default ; the infinite mutations which have taken place in the estates; 
the frequency with wliich and the high prices at which they have 
changed hands ; the measures which have been taken to strengthen 
the position of the tenants— if all these things are carefully consider- 
ed, the case of the Bengal Jamindars will be pronounced to be strong. 
But even in Bengal, land is subjected to local taxation e. g, the road 
cess ; and if this is not an encroachment upon the rights of the 
Jamindars, fresh burdens dictated by the needs of the progress of the 
community, can not jusUy be resisted by the landlords. They can 
not, therefore, reasonably claim exemption from new or additional 
taxes which must press with unifonn weight upon aU classes and 
. with greater rigour upon the wealthy. 

The Bengal Jamindars succeeded in 1 91 8, in compelling the 
Government of India to drop their proposal, not indeed to assess the 
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rent from land to the income-tax but to take that income into cal- 
culation m assessing the non-agricultural income at a higher rate. 
1 he opposition to the proposal was not reasonable and the Jamindars 

am not long continue to dodge the tax-gatherer in that way. The 
Bengal Jamindars were subjected to the first regular income-tax 
imposed in 1 860 like every other landholder in India with an income 
of Ks. 200 and more, and had to pay that graduated tax besides the 
ordinary land revenue. It may be argued that the payment, for several 
years, of as much as 90per cent, of their total collections of rents to the 
State by way of taxation, has purcliased for the Jamindars exemption 
from an increase in the assessment, and that on the analogy of the 
Jahagir and Inain tenures under which the landholders are not liable 
to pay anything more than a small fixed amount to government 
which has permanently “alienated" its claim to enhancement of 
the land revenue, the Bengal Jamindars can justly take their stand 
upon the alienation of an increase solemnly promised in 1793. The 
above contention is met with the reply tliat the principle of equity 
and equality of sacrifice must be paramount in the distribution of 
fiscal burdens and tliat the permanent settlement can not be pleaded 
as a bar against any new general tax that may be imposed upon the 
incomes of all classes of people. Ihe financial position of Bengal 
under the Reforms is already calling for readjustment in this regard 
and the Jamindars will have to pay an income-tax as landlords have 
to do in Great Britain. While land revenue is Rs. 2^ and Rs. 1-10 
per acre of cultivated area in Madras and Bombay, it is only Rs. 1-2 
in Bengal. The per capita incidence of the land tax in the three 
Provinces is Rs. 2, Rs. 2-5 and As. 10 only. This shows the light- 
ness of the burden in Bengal. It is stated that while tenants who 
have to pay heav>’ rents to the Jamindars, are also subjected by them 
to numerous extra levies viz. the abwabs, the latter continue to enjoy 
the privilege of a permanent settlement. It is, therefore, suggested 
tliat a succession duty and a graduated income tax should be imposed 
on the Bengal landlords.' 

338* Non*tax Revenue:— The land tax must be removed 
from the category of sources of what is called non-tax revenue, and 
must be classed as property and income taxation. The non-tax 


1 Read article OD “Rent and Land-Revenue in Bengal” in the Indian 
Journal of Economics for July, 1929, by Prof. J. C. Oboab. Jf* 


NON-TAX REVENUE 


907 


revenue consists mainly of receipts from Forests, Opium and Tri- 
butes, as also from commercial undertakings like Railways, Irrigation 
works, the Post Office and Telegraphs &c. There are, besides, 
several minor items of income, which are departmental receipts and 
are in the nature of prices and fees for services directly rendered to 
the public. They are included in gross but excluded from net revenue. 
The manufacture of opium is a State monopoly and the revenue from 
this source is derived from the profit on the production and supply 
of the drug. Opium is sold to foreign countries and for local con- 
sumption in India. The Government of India used to earn consider- 


able profits from tliis monopoly throughout the last century, and 
China was a great customer for the Indian product. The Indian gov- 
ernment attempted to maintain the trade in opium with China in spite 
of the resistance of the government of the latter country. The 
Society for the Suppression of the Opium Trade started in England 
by philanthropists to protect the Chinese against the inroads of the 
Indian drug, achieved little success, and it was only in 1 907 that the 
Indian government decided to co-operate with the government of 
China, who were determined to put a stop to the evil of opium- 
smoking in their country, in reducing the supply and the production 
of opium. The revenue derived from this source by the Govern- 
ment of India was, at one time, considerable and fbr years went 
on steadily increasing as the result of a growing foreign demand : but 
c^vlng to an agreement with China, it steadily declined and has al- 
most reached the vanishing point. This is a heavy sacrifice of in- 
come, and IS likely to be regarded as altogether uncalled for but it is 
calculated, at any rate, to yield satisfacUon that India has helped a 
neighbouring nation to put down a degrading vice so rampant in 
China, especially as the British government was responsible for 

[Znh government, 

though, at the same time, excise and drink revenue has gone on 

merrily increasing m this country 1 In the midst of the chaotic 

conditions which have long prevailed in China, it is difficult to as- 

certon what truth there is in the report that poppy cultivation and 

opium manufacture have been resumed there. It is a auestinn 

worthy of serious consideration if it is not a little quixotic for Indt 

to run to the rescue of a foreign country which does not seem to 

be keen on saving itself, and for the British nation to 

altruism through Indian opium, at the cost of considerable revenue 

to the government here. And aU this time, drink revenue in InZ 
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has remained on a high scale ! The question has since been taken 
up by the League of Nations and the consumption of opium in 
India has been vigorously attacked. 

Forests fonn a valuable State property of immense possibilities 
and income from them lias steadily increased.* It will continue to 
expand as forest products come to be utilised more and more for 
industrial purposes and forests come to be more carefully and 
thoughtfully developed and exploited. The principle that such 
properties as forests should always be national, is already in opera- 
tion in India, and the nation is not likel)’ to lose control over that 
imporbint asset. The question of the exploitation of the timbers in 
the Indian forests has recently been much discussed ; and efforts 
have been made to bring those timbers to the notice of the British 
public and to popularise them in England. The exhibits of the 
Government of India at the Empire Timber Exhibition of 1920 arc 
stated to have produced a very favourable impression. A strong 
point has been made of the anomaly that imported timbers are used 
for railway carriages when superior varieties of wood are available 
in this country. In its forests India is represented as having a rich 
gold mine which is not being intelligently worked, and scientific 
and commercial exploitation of that source of national wealth is 
being very rightly advocated.* ■ The annual revenue from govern- 
ment forests is about 1 ^ crorcs, the gross value of the forest produce 
exceeding Rs. 5 crores. Not only is it disadvantageous to allow 
forests to be exhausted and permit these profits to go into private 
pockets but it is dangerous to permit the creation of a monopoly of 
such natural resources in private hands. 

Production of revenue is not the object of the conveyance of 
letters and parcels, remittance of money and similar other business 
undertaken by the SUite Post Office. Private management will not 


1 liefer to pages 91-95 in Volume I. 

2 “Tho railway carriage in which I journeyed bero wae trimmed wUb 
American Maple panels. I have also seen In other carriages American walnu*. 
Australian Silky Oak and other foreign timber. Wbat surprises me is a 
every one of such timbers as these which you purchase from other cfunUies yo 
possess within your own boundaries infinitely more valuable and 

for the purpose vhioh I have not seen in any railway carriage and the cost 
which even now must be less than a third of those actuaily used in these oaie^ 
--Leoturo by Mr. Howard before members of the Indian Legislature, iq iv 
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be able to do such work efficiently and cheaply, and it is in the 
public interest that it should be undertaken by the State. The 
Post and Telegraph Department renders great social services and 
its management by the State has proved exceptionally useful to the 
community. The whole business is now placed on a commercial 
footing, and the revenue and capital accounts are separately 
maintained. The net contribution of the Post aud Telegraph 
Department is about a half to one crore of rupees. The payments 
made by the public to the Post Office are prices for services rendered; 
and duties on stamps, commercial and judicial, are partly fees, prices 
and taxes on acts. It is, of course, possible that the government 
charges for such services may be excessively high and may constitute 
a monopoly price. The public has regarded the increase in the 
pnce of the post card and the one-half anna packet as enhanced 
taxation and to a certain extent this is quite true. Stamp revenue is 
obviously derived from ta.\ation and the revenue from registration is 
largely a fee and partly a tax. 


339. RaUways.— Indian railways represent a large-scale 
mmercial activity of the State and have now become a remunera- 
^ve business constituting a valuable financial asset of the countrv 
The bulk ofthe Railways in British India are the property of the 
Stole and, excepting a few of them, are directly managed by the State, 
he Radway problem in India has two aspects, the economic and the 

brirr^e and largely financed 

bLn’r™ 1““" Railways have 

ed bv thr'''° national economic development, affect- 

ste and W T a’ t° the 

the r ’T “ 50 crores. Since 

1 90 they have, however, been contributing a fairly large and in 

dep^sion in Ir costs and economic 

aepression in post-war years, and charges for the conveyance of nass 

US 
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riie importance of railways for the economic development of the 
country, is undoubted. But railways having long been a burden 
upon the State treasury-, which could ill bear it, a rapid extension at 
the cost of the tax-payer, was most unpopular. We have also shown 
in the chapter on Trade and Economic Transition what effect railways 
have produced on the indigenous industries of India and compared their 
expansion with the extension of irrigation works. Certain commer- 
cial interests long pressed for a large annual railway construction 
programme, and a standard of Rs. 18 crores a year was laid down 
only a few years ago. The necessary extensions and improvements 
of raOways must, of course, be effected, but the liabilities must not 
be increased in such a way that they would lead to a deterioration of 
the financial position. The Finance Member had in 1915 to ad- 
minister a warning in this connection to his critics who wanted to 
hasten the pace. He said that the railways must never be allowed 
to become, even temporarily, a net burden on the general ta.x-payer.' 

In some countries like Prussia, the railways, as in India, are 
State property and they are a large source of revenue. The Indian 
tax-payer having paid for the railways and suffered losses, it is but 
due to him that they should be made a permanent source on w’hich 
reliance may be placed for yielding a substantial amount of revenue. 
The prosperity of the railways depends upon the character of the 
monsoon and the state of the external and the internal trade, and 
their profits no doubt introduced an element of uncertainty in Indian 
finance, which used at one time to be called a “gamble in rain” and 
was later characterised as a “gamble in railways.”^ But if properly 
looked after, as Sir G. F. Wilson suggested they should, they must 
prove a splendid financial asset. During the period of war, repairs 
and renewals had to be postponed; the gross receipts were high and 
the working expenses comparatively low. The income to the ex- 
chequer was, therefore, Rs. 10 crores a year on the average of the 
five years 1 91 4-1 5 to 1918-1 9. The profits declined thereafter and 
turned into losses. 


1 “ Afl matters stand, we have in our railways a splendid asset. Let ua 
safeguard that asset. Any admission of doubtful schemes or failure to count in 
each ease the full cost, any disregard of financial considerations, will surely lead 
to deterioration of a most serious obaractet*’:— Sir Guy Fleetwood Wilson, intro- 
ducing the Financial Statement for 1913-1914. 

2 See D. E. Waohs'e “Railway Finance” and “Recent Indian Finance." 
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390. Railway Policy : — The bulk of the Indian railways 
have become State property but all of them are not directly managed 
by the State, a few being still under the management of companies 
who give the State a fixed share of their profits. Before the East 
Indian and G. I. P. Railways were taken over by the State for 
direct management five years ago, only 8,000 out of a total of 27,000 
miles of railways owned by the State, were directly managed by it. 
“ At the end of March, 1926, we had altogether 38,579 miles of 
railway in India. Of this total the State owns 27,430, Companies 
and District Boards own 6,187 miles and Indian States 4,962 

As regards management, the four large State managed 

railway administrations, viz. the N. W. R., E. I. R., G. I. P. R., and 
E. B. R. make up 15,543 miles while 8 other administrations owned 
mainly by the State but managed bj' Companies under contract with 
the Secretary of State account for 1 7,295 miles. Whether all the 
State railways might not be profitably managed by the State, was, 
therefore, for years, a subject of keen controversy. This important 
question was raised in the Supreme Legislative Council in 1 91 5, and 
it was proposed that on the expiration of the contract of management 
with the East Indian Railway Company in 1919, the management of 
that railway should be assumed by the State. A similar resolution 
was moved early in 1918, and as before, opposite views with regard 
to the State management of railways were maintained. The 
arguments of the two sides may be found summed up in a memoran- 
dum on the subject prepared and published by the Railway Board 
in 191 6. The pros and cons involved in the controversy relating to 
railway management are likewise instructively set forth in the Report 
of the Indian Railway Committee. 

From the point of view of economy and efficient management, 
It is urged, company management is more desirable td a vast 
railway undertaking in the hands of the State, is deprecated. The 
directors of a company and its servants, the argument runs, must try 
their utmost to cut down costs to earn profits while bureaucratic 
management will be indifferent about the matter. But even the 
organization of companies tends to be bureaucratic and their servants 
are not more efficient tlian those of State-managed railways. And 
the strongest argument against the companies was that they did not 
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care to encourage indigenous industries and trade and the Indianis- 
ation of their higher offices. Foreign management, the drain of the 
companies’ profits abroad and neglect of the interests of third class 
and generally of Indian passengers and employees, were additioni.1 
pleas advanced against the companies. In England, America and 
France, railways are private properties but in Prussia and other 
countries they are the property of the Shite, being also managed by 
the State. From the financial as well as the economic and the 
social point of view, Shite management of Indian railways is, on the 
whole, preferable. This was also the view of a majority of the 
members of the Railway Committee, of 1920-21, who rejected the 
alternative scheme of the minority about management of railways 
by companies domiciled in India. Management by companies 
was really a misnomer in as much as the railway property belonged 
to the State and the companies contributed onl. a fraction of the 
total capital. 

We need not here enter into the history of railway construction 
in India ; nor need we go into the details of the controversy regard- 
ing the system of their management. State policy in this matter 
has changed from tiure to time. Railway construction was carried 
out for 5 ’ears since the initiation of the enterprise about 1853, 
through joint stock companies started in England, under contract 
with the State. The companies were guaranteed interest at 5 per 
cent, on their capital outlay and in addition half the surplus profits. 
They were bound to sell their railways to the State after 25 years. 
Tliis guarantee system imposed a heavy burden on the revenues of 
the country and was discontinued in 1 869. From 1 870 government 
began to borrow for r:iilway development by direct State agency and 
the railwavs ^ronstructed during the next ten years, were operated 
and man^fe directly by it. But it was found that under this sys- 
tem progress was e.ttreinely slow. The State had, therefore, in 1880, 
to fall back upon the old guarantee system, only modified so as to 
ensure easier terms for government. Vigorous efforts have since 
then been made to push on railway construction and to attract 
private capital for the promotion of feeder lines by means of tempt- 
ing terms. 

This subject of the nranagement of the State Railways and the 
financial separation brought about in relation to them, will be dis- 
cussed at length in the ne.vt chapter. It will suffice to state here 
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that the principle of direct management of State Railways, has now 
been admitted and a secure contribution from these Railwa3'S to the 
annual national revenues has been provided through the separation 
of Railway finance from general finance. Under aconv^.ntion adopt- 
ed in 1 924, the Railways make a fixed contribution to the national re- 
venues at the rate of 1 per cent, on the capital at charge of commer- 
ciiil lines plus one-fifth of the surplus profits of the penultimate year. 
They have to pay in addition, ouc-third of the excess over 5 crores 
of any surplus remaining to them after the payment of the fixed 
contribution. This total annual contribution amounts on the average 
to Rs. 6 crores. State Railways are now managed as au independent 
business, with its borrowing, construction and sinking fund pro- 
gramme, which is saddled with the definite obligation to make u 
certain contribution to the State exchequer from year to year. The 
taxpayers’ interests are thus safeguarded while the needs of the 
economic development of the country are properly looked after. Rail- 
ways render a highly useful public service, and their political, social 
and economic importance is great. Their utility and their capacity 
to produce State revenue are, however, often seen to conflict and 
have to be nicely adjusted. Statc-nnnagement and control are, in 
any case, preferable to private monopoly. 

The financial position of State Railway's will be clear from the 
following latest figures relating to their working ; — 


( In Crores of Rs. ) 




Accounts Revised Estimate 

Budget 


1928-29 

1929-30 

1930-31 

Total earnings (Oommeroial lines) 

110*34 

109-38 

111*78 

Gross receipts of State Railways 

102-67 

102*86 

106*11 

Working expenses „ „ 

61*83 

63*72 

68*08 

Not receipts „ ,, 

36-21 

S4'6l 

36*80 

Net receipts of strategic lines 

•31 

*45 

*45 

Total Receipts 

37*48 

36 20 

28- 10 


Coniribulion from Railways to General Revenues, 

For 1929-80 For 1930-31 

(Based on actuals, 1927-28) (Baaed on actuals, 1928*29) 

(Ocoros of Rs.) 

1 per coot, on capital at 
obarge, oommeroial liues, 
of lie. 682*32 crores 6-82 

•yth of surplus of Hs. 5-91 crores 1*18 

, 7*80 

Juinus loss on strategic lioes 1-63 

Hct contribution - 6*11 


(Orores of Rs.) 
1 per out, on capital 

of Rs. 693*73 ororea 6*93 

yth of surplus of R8.2‘59 ororos *51 

... , 7*45 

iitnus loss on strnteglo lines 1*72 

Net contribution 5 73 
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3qi. Irrigation Works One of the most remunerative 
and, from the economic point of view, importimt commercial under- 
takings of the State, consists of irrigational storage works and canals 
constructed and maintained by government. Wells and often 
smaller tanks are the property of private individuals, but the larger 
tanks and the big canals are State property. In the interests of the 
country as a whole, it is necessary that canals, so useful to the agri- 
cultural industry, and therefore to the well-being of the nation, 
should be the property of the community. Irrigation works are not 
undertaken by the State primarily with the object of making a profit. 
If left to private enterprise, they would not be constructed and be 
properly managed. The indirect financial benefit derived by the 
State from irrigation works, is undoubted. 

Financially considered, irrigation works used to be classed as 
‘major’ and ‘minor’, the former being subdivided into (1) Productive 
and (2) Protective works. The most important irrigation works in 
India were those classed as 'Productive works’ or works the capital 
cost of which had been “wholl)' or mainly provided from loan funds 
in the expectation that they would prove directly remunerative and 
tliat the net revenue derived from them would fully cover all charges 
for interest within a reasonable time after their completion." ‘Protec- 
tive works’ were sanctioned for their value in affording protection 
against famine and were, therefore, not expected to be directly 
remunerativ'C. For only a few ‘minor works' were capital and reve- 
nue accounts kept, all expenditure connected with the construction 
and maintenance of these works being met from ordinary revenue. 
Since 1921-22, the old distinction between Major and Minor works 
has been replaced by a division based on the possibility and the 
desirability of maintaining quasi commercial accounts and the pro- 
ductive or unproductive character of the works. It was a long-stand- 
ing complaint that the State had not paid as much attention to 
irrigation works as to the railways though the extension of the former 
was equally vitally necessary from the point of view of agricultural 
prosperity. During the past twentyfive years, however, the pace has 
been accelerated and many important works have been executed, 
and are under construction and in contemplation, irrigating thousands 
of additional acres. Under the new system of decentralized finance, 
irrigation is a Provincial “Reserved" subject and the Provinces are 
giv’en much greater freedom than before in respect of irrigation 
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works included in their areas. Large projects e. g. those estimated 
to cost over Rs. SO lakhs are, however, referred to the central 
government for the sanction of the Secretary' of State and the fin- 
ancial responsibility of local governments has correspondingly 
increased. 

The following table illustrates the financial position of irrigation 
works : — 

1^25-26. 

Works for which capital accounts are kept Total. Central ana 

\frovincial 


I-^Oroas Beoeipts 

Dir^ot Beceipts 

Land ReTenue due to Irrigation 

(X-aA-Aa of Bs.) 
666-59 

... 434*43 

Deduct — Working Expenses 

Total ... 1101*03 

369*61 

It — Net Receipts 

Interest on Capital 

... 7ST41 

356*47 

III— Net BeTenue 

974-94 

Works for which no capital accounts are kept 

IV— Beyenne 

V— Expenditure 

VI— Net Expenditure 

Capital ouilap 

Capital outIa 7 during tke year 

M to the end of the year 

... 98-77 

... 164-67 

... 135*90 

6,09 00 
... 96.03-95 


342. Customs ; — The indirect taxation of the public through 
the charges levied upon the import, export and transport of commodi- 
ties, has ever been favoured by rulers. The bulk of this tax is, in 
modern times, collected on the entry of goods into a country 
from outside and a few commodities going out of the country are 
also subjected to a charge. The rates of these customs duties and 
the methods of levy, e. g. ad valorem or specific, will depend on 

the nature of goods to be taxed, the productivity of the duties and 

the need of the national exchequer. In other countries a large 
amount of revenue is raised from customs, whether the tariff is a 
purely revenue or a protective tariff. A brief history of the customs 
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duties le^^ed by the Indian government, has been given in the first 
^oiun 1 e. In India, the tariff has all along been on a free trade basts, 
and a small 5 per cent, ad valorem import duty, varied according to 
the nature of articles, was imposed, the duty on cotton piece goods 
being only 3i per cent., counterbalanced by a corresponding excise 
duty. It was believed that in a poor country like India, with 
unlimited undeveloped resources and with abundant raw materials, 
freedom of exchange with foreign countries was a primary need. 
Sir John Strachey observed. ^ Here then is a country which, 
both from its poverty, the primitive and monotonous condition of 
its industrial life and the peculiar character of its political condition, 
requires from its Government before all things the most economical 
treatment of its resources and, therefore, the greatest possible 
freedom in its foreign exchanges. " From the time of Mr. James 
Wilson in 1859, import duties were systematically and successively 
reduced with the above object in view. 

Curiously enough, exactly the opposite theory was propounded 
by a successor of Sir John, viz. Sir G. F. Wilson, who pointed out 
in 1911 tliat in such a countr)*’ as India we must rely, for many 
years to come, largely upon import duties as an important source of 
revenue. Since Sir. Guy’s time the tax on incomes has been more 
productive but his proposition is as true to-day as it was when he 
laid it down. Customs duties constitute indirect taxation of a 
convenient kind which falls upon almost call classes of people, parti- 
cularly the higher and middle classes, and has the advantage of 
being substantially productive. Sir G. F. Wilson's argument has 
received added strength from the financial difficulties of the Exche- 
quer during and after the war ; and customs have become the domi- 
nant source of the Government of India s revenue. The tariff lias 
been raised to yield ever-increasing amounts to the treasury and lias 
been found so handy and easy to manipulate. 

We have treated the subject of tariffs at some length already’ 
and need not go over the ground again. It is sufficient to observe 
tliat content at first with a low tariff, the Indian government was 
compelled to effect an all-round increase in the duties by the pres- 


1 See pages 417-419 

2 Finaaoial StatemeDt^ 1878. 

3 See chapter Z abore* 
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sure of war conditions and though reductions maj’ be made here and 
there, India must depend, to a great extent, on the indirect source of 
revenue provided b}’ customs duties, import and export, if the State 
is to secure tlie resources required for progressive administration. The 
necessity of meeting the situation created by the War, forced the 
hands of government; and in 191 6, new import and export duties had 
to be imposed and the old ones increased.’ Sugar, jute, tea and 
cotton piece goods were the chief articles selected for an increase of 
duty and new taxation and it was an eminently wise selection. In 
1916-17, the -j^ianges in the tariff were calculated to yield an 
additional revenue of £ 2,150,000. One million more was obtained 
by the enhancement of the import duty on cotton goods from 34 
to 74 per cent, in 1917-18. The rates of the jute duty were doubled 
and were expected to produce .■£ 400,000 and a surcliarge, yielding 
the same amount, was imposed on railwa)’ goods traffic. Customs 
yielded £ 5,873,886 in 1915-16; in 1918-19, they produced £ 
12,120,641 and in the budget for 1920-21, the receipts were taken 

at £ 17 million. The rates of import duties were again enhanced in 
the budget for 1921-22; the increase being calculated to yield an 
additional 8 crores of rupees. The general ad valorem duty was 
raised from 7^ to 11 per cent, except on matches and articles of 
luxury which were also taxed at liigher rates. Tlie latter, including 
motor cars, matches, umbrellas &c. had to pay 20 per cent, instead 
of 7^ per cent. The duty on sugar went up from 10 to 1 5 per cent. 
Wines and liquor imports also came in for an increase. The obsti- 
nate opposition of the representatives of Lancashire in Parliament 
to an increase m import duties on cotton piece goods from 3| to 7| 
per cent., unaccompanied by a corresponding increase in the excise 


1 “ The general tariff rate on imported articles which stood at 5 per cent 
irom Match 1916. In addition to artloles grouped under the 7* per eent ad 

a/ldliT ’’r *“ «“ and ., 

fr«e I tf maohinery &o. are admitted 

free , special duties are levied on sugar at 10 per cent. ; on sliver bullion and 

oom at 4 annas pet o» 5 on silver manufactures at 10 per cent • ooal ft Ann. 

siri'TSr. I. 

uo 
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duty, the Secretary of State’s defence of the policy of government 
and the attitude of the Liberal and Conservative parties in the matter, 
proved eminently instructive. The further increase to 11 per cent, 
was defended on the ground of desperate necessity.' 

In the absence of suitable direct sources of revenue, customs 
duties have to be levied on a considerable scale. In imposing these 
duties, care lias to be taken to see that they will not press hard 
upon the ordinary consumer and give an undue advantage to 
particular interests. Import duties, it is said, make articles dear to 
the consumer; but if he is to be taxed, as he has to be, it is better to 
make him pay in this indirect manner. Lancashire and British free 
traders sympathise with the Indian consumer; but it is only the 
consumer of fine English fabrics and other foreign articles that will 
benefit by a policy of free imports. If other taxes are levied or 
increased, the ordinary consumer will be hit much harder and even 
his food will become dearer. Poorer classes in India are content 
with country-made goods and they will not be much affected by 
customs duties as they will certainly be if salt and land for instance, 
are more heavily taxed. Promotion of indigenous industries, is 
comparatively a secondary consideration when we are dealing with 
State finance, but it is one which can not be altogether ignored. As 
Mr. Austen Chamberlain, the then Secretary of State for India, 
pointed out to Lancashire manufacturers when they protested 
against the enhancement of the import dut)' on cotton piece goods, 
they want a free market in India as a protective measure and similar 
protection may be claimed by other interests. Preferential duties 
are advocated on the above ground by British tariff reformers and 
it is urged that the Indian tariff must be framed on the same princi- 
ples. A duty of 1 5 per cent , levied on the exports of hides and 
skins with a rebate 10 per cent, in the case of Empire purchasers,— 
quite a protective measure, — was likewise calculated to mark the 
acceptance by India of the principle of Imperial preference introduc- 
ed into the British budget by the Chancellor of the Exchequer, Mr. 
A. Chamberlain. Mr. Montague met the complaint of Lancashire 
against increased duties on piece goods imports by pointing to the 


1 “At present our tariff is purely a revenue producing tariff wbiob, whatever 
may be ite effects here or there on any particular trade, is admittedly not devised 
with any object other than that of revenue.”— Finance Member's speech intro- 
ducing the Budget for 1921-22. 



INCREASED DUTIES 


919 


fiscal autonomy which the British Parliament itself liad conferred on 
the Governmenl of India. The plea of fiscal autonomy was similarly 
advanced in support of the increase of the import duty on cotton 
piece goods in 1 930, and a preference of 5 per cent, was granted to 
Empire goods by raising the duty to 20 per cent, in the case of 
non-Empire cloth, as a voluntary concession and a gesture of good- 
Nvill towards Great Britain. 


3^3. Increased Outies : — The economic depression which 
overtook India along with other countries, in the place of the indus- 
trial and commercial prosperity which was anticipated on the close 
of the war, was the cause of serious financial trouble. The revenue 
did not rise to the expected level while the expenditure remained at 

a high pitch. Deficit, therefore, succeeded deficit, and revenue fell 

short of the expenditure by no less an amount than 90 crores of Rs. 
in four years. The gap was filled in two ways, borromng and 
enhanced taxation. The subject of deficits and public borrowing 
will be specifically discussed in the next Chapter. 


To return, therefore, to our narrative of the gradual increase 
effected in the customs duties as one of the principal means to 
bridge the yawning gulf between revenue and expenditure. Owing 
to the prevailing depressiou, the yield of the enhanced duties failed 
to rise to expectations. “ The burden which the country is now in- 
^ted to shoulder,” said the Finance Member, in introducing the 
financial statement for 1 922-23, nis a heavy one; we have done out 
best to distribute it as equitably as possible and to see that all 
classes of the community shall contribute, each according to its capa- 
city. -1 he first source to which the Finance Member turned, was 
the customs, and he observed— “The vast majority of customs 
duties necessarily fall upon the consumer, and the general character 
of the proposals which I am about to mention is, therefore, that of a 
tax on ^usumpUon." He proposed to raise to 15 per Inh the 
import duty on ^ articles assessed at the time at 1 1 per cent The 
increase would tove been made applicable to the imports of cotton 

nr^o^enf ’ the effect of this enhancement, it was 

proposed to raise the cotton excise from 34 per cent to 7i * 

thfl“tt P^tticularly touchy on the quLtior of 

mn-rf r ““Ptomise, both the inereaser^re 

Itimately dropped. One argument against the increase was that 
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it would raise the prices of cloth and that it would be felt as a 
hardship by the poorer classes. And the plea ultimately prevailed. 
A large number of articles, however, such as sugar, kerosene, 
matches, motor cars, alcoholic liquors, and other luxuries aime in 
for an increase, the last being taxed at 30 per cent, instead of at 20 
per cent, as before. The excise duty on Kerosene was a tax 
on a necessary of life and would liit the poor and the middle 
classes. The import duty on machinery, iron and steel, and 
railway material was increased from to 10 percent, and that 
on sugar from 1 5 to 25 per cent. The tobd increased revenue 
obtainable from the increase in customs was calculated to be about 
Rs. 1 5 crores. It was proposed to increase the salt duty from Rs. 
1-4 to Rs. 2-8 per maund, but this increase was successfully 
resisted by the legislature and was dropped. 


The financial position of government lias not been sufficiently 
favourable to enable it to make any appreciable reduction in the 
customs duties in recent years and it has only been tinkering with 
them. The export duty on hides and skins was reduced to 5 per 


cent, in 1 923. Next year, government stores were subjected to the 
usual import duties, and in 1925 some minor changes were effected 
e. g. the abolition of the import duty of 2A per cent, on grain and 
pulses. The duty on petrol, imported and local, was fixed at 4 as. 
a gallon, instead of 6 annas for imported petrol, and the ad 
valorctn duty on sugar was converted into a specific duty, mainl) 
on account of the fall in the world prices of that article. In 1926, 


the excise duty on cotton manufactures was abolished. Next year, 
the export duty on tea was done away with, and the resulting 
annual loss of Rs. 50 lakhs was made good by assessing tea com- 
panies for purposes of the income tax, on 50 per cent, instead of 
25 per cent of their total profits. The duty on motor cars was 
reduced from 30 to 20 per cent, ad valorem and that on tyres from 
30 to 15 per cent. This was intended to lighten the burden on 
internal traffic, trade and industries. The duty on un-manufactured 
tobacco was, at the same time, raised from Re. 1 to Rs 1-8 as. per 
lb. In 1929, the import and excise duty on motor spirit was raised 
from 4 to 6 annas per gallon, the object of the increase being, as 
recommended by the Road Committee, to constitute a Road Develop- 
ment Fund out of which disbursements W'cre to be made to Provin- 
cial governments for the improvement of roads. The latest change 
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that deserves special notice is the increase in the import duty on 
cotton cloth from 1 1 to 15 per cent, on all piece goods and 20 per 
cent, on non-empire goods, i. c. Japanese- Besides this proposal for 
enhancement of taxation in the budget for 1930-31 an all-round 
increase of Rs. ii percent, in the dut)’’ on imported sugar was 
included and was estimated to yield an additional Rs. l-S crores. 
This increase in the sugar duty was not expected to hit the consumer 
inasmuch as the landed cost of the article had declined from 
Rs. 12-2 per cwt. the average of previous six years, to Rs. 8*6 per 
cwt. It was, for the moment, a purely revenue measure but might, 
later on, have a protective effect, which the indigenous sugar 
industry would welcome. 


It will be seen from the above account how consumption tirxes 
have increased of late and how both luxuries and necessaries, the 
former in particular, have been subjected to heavy imposts. The 
increase which has been made in the postal charges is also largely a 
tax on consumption though it may be looked upon as a price for a 
useful service received from the State. A surcharge on railway 
goods traffic had been imposed in 1920-21, and it amounted to a tax 
on consumption as it added to the prices of commodities. That tax 
was afterwards absorbed in the railway rates themselves which were 
raised in all directions. The cost of living was considerably 
enhanced by the increased payment the people had to make to the 
national treasury. Having the same problem to solve, the Provin- 
cial governments had been imposing additional taxation witliin the 
limits allowed to them. The increase in the duties on the imports of 
iron and steel effected by the special Steel Industry Protection Act 
passed in June, 1924, inaugurated a new epoch in the fiscal history 
of India. These duties and those adopted for the protection of the 

industry were avowedly intended to resuict 
enhance their prices, and the larger yield of revenue 
due to the increased tariff, was a^-ailable for paying bounties and 

duty on cotton piece goods in 1 930, had the same motive behind 
It, VI/. protection and also Imperial preference. As the two inten 
tK,ns were comb „ed in a composite measure, the latter tad to Z 
approved if the threatened Indian mill industry was to be 

io the c^on and su,ar dutie^:^ ^ ^ “ 
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The following tables will show at a glance how customs revenue 
has steadily mounted up during the past fifteen years : — 

Cusloms Revenue, 



1913-14. 1916-17, 1918-19. 


Imports ( Sea Customs ) 


Lakbs of 

Lakhs of 



Rs. 

Rs. 

Special Duties— 


1 

Arms, ammuoition &c. 

1 ♦ * 

6-6 

7-3 

Liquors, Ale, beer, ^c. 

• 4 

8-7 

6‘7 

Spirits and liquors 


1.18-1 

1.21*8 

Wines 

# 9 • 

58 

5-5 

Petroleum 


:ii-5 

45-1 

Silver bullion and cum 

^ • 9 

99-2 

; 15-0 

„ Manufactures 

Sugar 

4 • • 

9^4 

3-9 


92-3 

1.30'0 

Tobacco 

^ ^ 

29-2 

; 45.0 

Duty at Si per cent. 




Machinery 


16-7 

10-0 

Metals, Iron and Steel 


4 4 4 

18-4 

Railway plant 

9 • » 

# 4 # 

3*6 

Duty at 7 i per cent. 




Articles of food and drink 


SO-4 

52*0 

Ratv Materials 


15 7 

£8*5 

Articles Manufactured. 




( I ) Cutlery, hardware 

9 9 * 

36-7 

40*7 

(II) Metals other than iron 
steel. 

and 

9 9 ♦ 

CO-1 

11*6 

(Ill) Cotton manufactures 

♦ 1 • 

2,12-9 

1,79-6 

(IV ) Yarn and textile fabrics 

9 9 4 

44*4 

61-6 

( V ) All other articles 

9 4 4 

1.06*2 

1,69-7 

Total Imports 

• • * 

9,360 

9,90-2 

Laud Customs 


5*6 

7-7 

Exports ( Sea Customs ). 

Raw Jute — 

4 4 4 

1 

1 

1 

59-0 

Manufactured „ 

«« 

♦ 4 4 

58*8 

Rice 

4 

1,28*7 1 

86-7 

Tea 

» 4 4 


, 42-5 

Total Exports 

... 

1,28*7 

! 2,47-1 


Excise Duty oo Coitun Maoufac- $4,3 

turcs. ... 

Total Customs Revenue ... 11,33*7 


44-6 

12,98-8 


Lakhs of 
Rs. 


5 ^ 

4-8 

].or4 

4*6 

13-0 


i-y 

1,69-4 

83‘0 


11*6 

26-0 

4-6 


57*0 

4T0 


48*8 

23*2 

2,78*7 

58-2 

1.85-4 


12,57*0 


3 


67*2 

1,46*8 

1 , 11*1 

43-8 


3,69*1 


18,18-0 
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•• • 


« • • 


«• « 




* »• 


Imports (Soa Customs Non 
protective Special Dufies.) 
Liqaors*^ 

Ale, beer a&d other for 
mented liquors 
Spirits and liquors 
Wines 

Sugar, all sorts, exolud* 
iDg confectionery 
Tobacco 
Mineral Oils 
Cotton yarn and thread 
Cotton piece goods— 

Qreys 
Whites 
Coloured 
Matches 

ai per cent. 
Machinery 
Other articles 
Outy ai JO per cent. 
Metals— Iron and Steel..* 

RaUway Plant 

Duty at IS per cent. 

A rticies of food and drink 
Raw materials &o« 
Articles manufactured— 
^tlery and hardware . 
Metals other than Iron 
and Steel 

textile fabrics. 
All other articles 
Duties at eo per cent. 
Motorcars and cycles 
Silk pieoa goods (SOp.p.) 
Protective Special Duties. 
Coal tubs 
Iron and Steel... 

He Uway track material. 

Oovemment Stores 

Total Imports . 

BxporU (Sea CJuetoms), 
Hides and skins 
Jute— 



Manafaotared ... 

Ric® ... 

Tea ... 

Total Elxporta 

Excite Duty on Cotton 
Manufactures 
Excite Duty on Motor 
Spirit 

H Kerosene i, .. 
Grand Total 


•4 » 






«• 


••• 






««« 


1919-20. 

1920-21, 

. 1922-23. 

1924-25. 

1929-30 

(Budget.) 

Lakhs ol 

Lakhs ol 

f Lakhs of 

Lakhs of 

Lakhs of 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

6-8 

8-8 

13-4 

16- 

23-55 

1,24‘7 

1,70 1 

2,10-2 

2.3C-0 

219-00 

6‘3 

9 0 

10 7 

14-1 

15-45 

1.28-1 

1,09-1 

4.40-9 

5,76-9 

7,00-00 

89-U 

1,31-2 

1,54-8 

1,73-6 

2,60-00 

1,00-3 

77-3 

1,10-8 

1.43-3 

188-19 

^ ♦ 

• •• 

48-8 

51-4 

42-55 

1.69-2 

1,99-0 

3.26-1 

3,17-4 

) 

1,19-8 

1,70-2 

1,62-1 

2,12-1 

[- 6,40-00 

1,02-9 

2,71-9 

1,50-5 

2,44-1 

15-4 

16-5 

1,53-6 

1,13-9 

25-00 

18-8 

52-6 

63-3 

40-4 

ee • 

-4 

1-4 

•8 

11 

-48 

46-1 

66 9 

1.840 

40-4 

50 00 

13-5 

33 9 

1,070 

1*1 

25-50 

66-3 

63-6 

1,22-5 

83-4 

2,02-70 

33-1 

38*2 

76-0 

47-4 

86-14 

55-3 

1.28-5 

1.33*4 

1,19-9 

1,53-50 

63-9 

70-1 

1,07-5 

1,12-9 

88-37 

45*8 

1,05-4 

1 1,03-8 

1,42-9 

1,89-62 

2,13-0 

4.34-1 

3,8''.-l 

4.01-9 

4,18-00 


• % ♦ 

56-0 

79-4 

1,21-00 

49-2 

491 

808 

900 

99-22 

•te 



1-4 


••• 


• • • 

2,15-8 

2,96*50 

•• • 

• • • 

* . ■ 

9-1 

• ee 

1 

• • • 


54-6 

89-93 

15,45-5 

23,16-1 

33.66-2 

88,9*2 

42.22-11 

91-9 

60-2 

42-6 

26-7 

37-74 

1,370 

111-6 

145 3 

1,66-3 

2,09-3 

1 4.00-54 

1,60-4 

200-5 

183-9 

37-2 

54-5 

60-2 

42-0 

108*0 

44-4 

1,23-9 

49-1 

1,16-25 

4,8ri 

4,83-6 

5.24-3 

5.75-5 

5,54-58 * 

1,55-1 

2,80-9 

1,87-8 

2,18-2 


41-4 

54-8 

65-3 

87-4 

2,49-33 


eee 

91-6 

97-6 

98*58 

22,481 

3l,89-i~ 

42,71-8 

48,92-7 ■ ■ 

51,21-77 
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344, Excise —Another indirect tax and a tax on consump- 
tion, is the excise; and this revenue is derived from the manufacture 
and sale of intoxicating liquors, opium and hemp drugs. It is a tax 
upon luxuries in the case of those who indulge in drink and drugs in 
moderation and an impost upon a vice for those who use the noxious 
things to excess. There has been an alarming increase in this' 
excise revenue during recent years and the growth is naturally 
regarded with grave anxiety as drink is one of the deadliest of evils 
from which society may suffer. It is, however, stated that ‘the con- 
siderable growth of the excise revenue in recent years is due nwinly 
to higher rates of duty and stricter excise control, and does not 
indicate a corresponding increase in consumption, although some 
increase has occurred through the expansion of population and the 
greater prosperity of certain classes.' It is unfortunate that the 
prosperity of the people should be associated with the growing con- 
sumption of liquor in a country like India where drinking has been 
condemned as a sin and a moral offence by religion and (public opi- 
nion. Excise duties are imposed upon intoxicating liquors and drugs 
for controlling and discouraging their manufacture and consumption 
as well as for raising a revenue. Licenses to manufacture and sell 

are sold by auction or. fees are levied and revenue from this source 

has fast increased, being now about As. 12 per head of the popula- 
tion. It may be argued that being a tax on a luxury, the excise is 
unobjectionable and should be welcomed by the general public who 
do not pay it. But it should be noted, that once government come 
to depend, to a large extent, upon this source of revenue they find it 
difficult to support and to encourage movements in favour of temper- 
ance and prohibition which threaten to cut down their income. 

The question of drink and excise revenue has been debated for 
years in the press, on the public platform and in the legislative 
councils, old and new. Government has been asked to lay down a 
definite policy for discouraging the consumption of liquors, if not to 
stop it altogether, but the proposal has not been accepted. Excise 
is a provincial subject under the reformed constitution and the 
agitation in favour of ‘prohibition’, has, of late, been vigorous. 
Revenue considerations must certainly be subordinated 
promotion of the physical and moral well-being of the people. When 
the U. S. A. resolved to go ‘dry* and other countries made up their 
minds to follow suit, hope was roused in the minds of Indian reform- 
ers that the prohibition movement could be successfully carried on 
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in this country. But the needs of social reform and the require- 
ments of the exchequer are not easy to reconcile. A large propor- 
tion of provincial revenue is derived from excise, e. g. one-fifth in 
Bombay; and that is the chief reason why governments have little 
enthusiasm for temperance reform. The 'responsible' portion of the 
governments in the Provinces, who now controls the excise, as much 
as the reserved half, realizes that it is a revenue which can not be 
dispensed with. And the effective promotion of temperance, with a 
steady approach towards total prohibition appears to be the only 
feasible course. A steady reduction in the supply of liquor, with a 
view to the ultimate extinction of drink revenue in a few years, is a 
principle that has found some support in Bombay where the govern- 
ment has declared itself favourable to prohibition as the goal of its 
policy but is not ready to support legislation establishing the system 
of local option. It is likewise proposed to try the experiment of 
prohibition in one or two districts, conditions in which are favoura- 
ble in relation to the prevalence of drink and the amount of excise 
revenue collected. The production and consumption of liquors 
and drugs have been taxed in India from time immemorial. But the 
modern attempt to defend drink on the ground that prohibition and 
temperance are an invasion of individu^ liberty, opens the large 
question of the relation of the State towards the private life of the 
citizens. The effect is, however, in many cases, a smoke screen 
thrown up in defence of the revenue of government. 


There is quite another class of excise duties which are levied 
solely and deliberately with the object of creating reventie for the 
public powers by taxing the production and the consumption of 
aticles many of which are necessaries of Hfe. Tobacco often stands 
on the borderland of luxury, necessary vice and is usually sub- 
jected to an excise duty. But the production and sale of other 
articles such as sugar and salt are also some times taxed. A reference 
should be made, in this connection, to the discussion of the problem of 
excise duties in the majority and minority reports of the Fiscal Com- 
mission. The view is expressed in the former that excise duties may 
be justly levied.on articles like cloth whose production is concentrated 
in large factories or small areas, the tax being levied for revenue 
purposes only and care being taken that it does not press heavily 
on the poorer ^ses. The minority is opposed, on principle, to 

k not r®" n "'em to arUcles whose consumption 

IS not d^blo. Both agreed on historical grounds, that the cotton 
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excise ought to be abolished fortlnvith. Government, however, 
pleaded financial difficulties and deprecated a preference for the 
repeal of the cotton excise over the remission of provincml contribu- 
tions. The continuance of a liigh import duty on cotton piece 
goods was likewise regarded as an unjust burden on the consumer, 
and the necessity of the investigation of the condition of the cotton 
mill industrj^ by the Tariff Board was also pleaded, i'hc cotton 
excise was at last abolished in 1926. The excise on motor spirit 
and kerosene, both measures of the war period, does not call for 
special notice. 

345* The Salt Tax ; — The salt duty is another indirect and 
consumption ta.x which falls upon and is felt mainly by the poorer 
classes. It has ever been a favourite source of revenue with govern* 
inent which controls the supply of salt by manufacturing it itself and 
by ta.xing private manufacture and imports. It is one of the oldest 
ti.xes, and the duty is levied on all salt imported into and manu- 
factured in India. The salt tax under Britisli rule has had u long 
history and it has been the subject of prolonged discussion and 
experimentation'. The systems of government monopol)' and licenses, 
liave been tiied in the different Provinces with varied results. As an 
outcome of this evolution, salt revenue is now derived from three 
sources, viz.(l)excise duty on IndiansaIt,(2)customsdutyonimportcd 
salt and (3) sale of government salt. Salt works belong to government 
or are private property. In the first case, they are either directly 
managed by the State, as in Rajputana, or by private agency under 
government supervision. Excise duty is collected on all salt manu- 
factured at private works. The customs duty on foreign imported 
salt and the excise on Indian salt arc both fixed at the same rate. 
In 1882, the rate of the duty which had varied in the difTerent 
parts of the countr)’^ before that, w.as made uniform throughout 
India, at Rs. 2 per maund and was raised, six years later, to 
2^ rupees. Salt is a necessary of life in India, and a duty on such 
an article, it is generally agreed, ought to be light if it can not be 
dispensed with altogether. After 1903, on the persistent exhorta- 
tion of the late Mr, Gokhale, the tax was steadily reduced and at 
last stood at Re. 1 per maund until it was increased on account of 


1 For an iiilerosting history of the salt tax. read a •• Monograph ou Com- 
mon salt’* imblisbed by the Federation of Indian Cbambera of Commerce and 
Industry. 
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the pressure of w{\r conditions. In 1916, the duty was raised from 
Re. 1 to Re. per maund and the increased rate was calculated to 
)’ield about £ 500,000 of additional revenue. 

The facility with which the tax can be increased without 
trouble and change in the machinery of collection, is a temptation, 
which has, however, to be resisted. The fact that even a small reduc- 
tion in the salt tax has immediately led to an increase in consumption 
shows the importance of this necessarj' of life to the poorer classes. 
The salt tax was regarded as a reserve of financial power to be drawn 
upon in times of need, and resembles, in tlus respect, the English 
income tax or the land tax in England before it was allowed to be 
redeemed. It is also supposed to be the only tax that reaches the 
poorer classes in the country who must be expected to make their 
own contribution to the expenses of the State. The fact that the tax 
is intimately associated with the daily life of the masses and the agri- 
cultural and manufacturing industries of the country, has not 
however been sufficiently attended to. The'average annual salt con- 
sumption in India is estimated at about 5 crores of Maunds ; 
that is to say, about 6 seers per head of the population. For every 
four Annas per maund, the revenue of government is Rs. 4 crore, 
so that when the duty is Re. 1 a maund, the State income is Rs. 5 
crores.' Government has always taken the view that the rate of 
the duty, even when it is Rs. 2^ per maund, is so light that the 
opposition to it is the result of ignorance and is usually more political 
and sentimental than economic. In 1923-24, the increase in the 
salt duty to Rs. 2^ was effected by the exercise of the Governor 
Gener^ s power of certification and restoration of a rejected 
financial measure, the argument being that the balancing of the 
budget was a more important consideration than the worng-headed 
opposition to the increase in the rate. The duty was reduced to 
Ks. l^mthe following year. A further reduction of the tax has 


« Th 5“ ‘double the duty in 1922-23, the Finance Member said 

The present oonMmption of fait in India works at about 6 seers per head of 

^ t 12 annas per annum for eaoh honi. 
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since then been constantly pressed on government, and salt was 
the first object selected in the Gandhi movement of civil dis- 
obedience in April, 1930. 

Apart^ from its purely political aspect, the salt tax has been 
recently discussed also on economic grounds. It is an anomaly that 
with India’s unrivalled possibilities for the manufacture and supply 
of salt, the article has to be purchased by people at a high price and 
that it can not be utilised in agriculture and industries as freely as 
it should. India imports salt to the extent of Rs. 1^ crores annually, 
particularly for consumption in Bengal and Burma where there 
is a keen demand for fine, white crushed salt, such as comes into 
the countT)" from abroad. Salt is essential for the health not only 
of human beings but also of cattle and plants and is largely used in 
industrial processes such as fish-curing. It is not impossible to 
manufacture even the finer, imported variety in India and the 
Taxation Inquiry Committee recommended that the possibility of 
making India self-supporting in the matter of the supply of salt 
should be explored and that temporary protection should be granted 
to manufacturers to encourage them to bring about this result. The 
Government of India appointed an officer to inquire into the subject 
and the Board of Revenue concluded, as a result of the investigation, 
that no further measures tlian those already taken were necessary in 
the interests of the country. But Government was ultimately forced 
to refer the question to the Tariff Board. 

346. Income Tax : — The Indian income tax has not been 
very productive and yielded only about Rs. 3 crores a year, until 
the rate was enhanced in 1 91 6 on a graduated scale on incomes of 
and above Rs. 5,000. This is due to the fact that the people, taken 
as whole, are poor and the number of those who can be assessed is 
small. Besides this, income from land is exempted from the tax, as it 
has already to bear the burden of the land tax. Then again, those 
who would be subjected to a well-designed income tax, bringing into 
its netthe wealthy, upper middle, trading and the professional classes 
and making them pay their due share, are influential people and cm 
resist the imposition of such a tax on one ground or another. Sir 
John Strachey said “ There is no country where a tax upon 
income is more just than in India, but there has been diflSculty in 
imposing and maintaining it because it has been opposed by the 
richest and most powerful classes who alone can make their voices 
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heard. It has long been a reproach to our administration that they 
have borne no fair proportion of the public burden It was 
likewise felt for a long time that a tax on incomes as such was 
opposed to the genius and the traditions of the Indian people and 
that it was, therefore, not a suitable means of drawing State revenue. 
The small productivity of the tax, the administrative difficulties 
involved in its assessment and collection and the consequent failure 
of the early efforts to make it a permanent feature of the Indian 
financial system, gave point to the above view and it was exploited 
by the richer classes whose opposition was inspired mainly by self- 
interest. The experience of all countries shows the tendency of 
wealthy and influential classes to resist direct taxes and of democracy 
to favour them as against indirect taxes on necessaries. 


The income tax in India hasa longand chequered history. Under 
the rule of the indigenous powers, a taxon trades and professions was 

very common. TheVisabaditax,leviedintheCededDistrictsofMadra9, 
wasassessed, even under British rule, iuthe aggregateon the principle 
of 10 p. c. on the profits of trade. The '^Mohturfa” was similarly 
levied under indigenous rulers on the profits of persons exercising 
^nual arts and professions. The Sepoy Mutiny had created a 
financial crisis and the situation was not unlike what it was on the 
close of the last War. A graduated license duty on trades and profes- 
^ons was proposed in the form of a bill before the Indian Legislative 

Siw!. R r tax ranged 

between Rg. 2 and Rg. 2,000 annuaUy.’ In view of the annoint 

^ the bill was suspended, and Mr. Wilson introduced 
an income tax on the EngUsh model. The tax was to faU on aU 
incomes above Rs. 200 a year, aU incomes between . that figure a^ 

r • -r 

XLuse dS^n 3e:\':rnror^^^ 

^sup plement it. The latter was, We^'^stglll^n^ 

1 India, ita Administration and Progress. 

th. *“ »"<«•. •• tor « 
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taxes, which had to be collected in very small amounts from a large 
number ofassesses, were harassing without being productive, and 
had soon to be abandoned. The old system of taxes on trades and 
professions was well suited to the simple and elastic form of govern- 
ment and administration that prevailed in those days; it could 
not be fitted into the rigid and complex British machinery of 
government. 

The income tax was repealed after it had been in operation for 
five years and was replaced in 1867 by a License Tax which was 
the income tax in an improved form. It was, however, repealed next 
year and was substituted by the ‘Certificate Tax', which was similar 
to the License Tax. It met with strong opposition from the wealthy 
classes and had to make room for the Income Tax of 1869. It 
remained in operation for foul years and in 1873, the income tax 
was totally abolished. Provincial License Taxes were levied after 
1876, and the Imperial government passed a License Act in 1880. 
Before the present income tax was first imposed in 1886, there had 
thus been in existence the license tax on professions and industries. 
The financial difficulties’ of that year compelled government to 
devise new schemes of taxation. Import duties and a higher tax 
upon salt were not to be thought of, and government turned to the 
income tax as the only resource left to it. How strong was the 
opposition of powerful classes to an income tax, may be judged 
from the speech Sir A. Colvin made in the Viceregal Council on 4th 
January, 1 886 , in introducing the License Tax Amendment Bill. 
He said : — “The financial history of the last 25 years is strewn with 
the skeletons of discussions on direct taxation and more than one of 
my predecessors is gibetted on that dismal golgotha for the part 
which he took in connection with it. ..the classes in this country 
who derive the greatest security and benefit from the British Govern- 
ment are those who contribute the least towards it... I know thot 
what I have said as to the immunity of the middle and upper classes 
from their due share of the public burdens is as a twice-told tale 
vexing the dull ears of a drowsy man ; but it is nevertheless a 
grievous blot on our Indian administration which urgently calls for 
removal and which, I believe, with patience, prudence and exercise 
of a little fortitude must and will be removed." * 


1 Sea the Author's Ookbale and Soonomio Reforms, ** Pages 14-15, 
9 ProoeediQgs of the Supreme Legiilatire CouDoltf 



LATER DEVELOPMENTS 


931 


347. Later Developments:— Under the stress of war 

conditions, government not only introduced the principle of pro- 

gressi\e taxution into its income tax, but also imposed a super-tax 

in addition, on all incomes in excess of Rs. 50,000 per annum, on a 

graduated scale, an excess profit tax coming as a temporarj' war 

measure to enable the State to sliiire in the huge profits made by 

a small section of the community out of the exceptional conditions 

of war time. In the budget for 1916-1 7, when at last the tax on 

iiK'oines was increased, all existing exemptions were left untouched 

and no alteration was made in the taxation of incomes of less than 

Ks. 5,000 per annum. On the principle of graduation, tho followin^^ 
Lites were fixed for higher incomes: — * 


KfomRs. 5.0110 t.Rs. 0.999...6 pics in tbo Re. oc 7id. per £ 
l-rom R.^ 10,000 lo Rs. 24,yyo...lO pies iu the Re. orl2itl. per £ 
trom Rs. 25,CU0 and upwards...! auna in the Re. or Is. 3d. in tbo£. 

he super-Ux came in 1917 and began in respect of incomes 

exceeding Rs. 50,000 and was to be levied in an ascending scale as 
shown below : ** 


For ovory rupee of the next Rs. 50.000 of the .xoass. 2 Annas per rupee. 
For every rupee o f the next Rs. 50.000 of the excess, 21 Annas per rupee. 

Rs-TlIakK^lnnasTer^^pee^^ “bove 

raised super-tax on Rs. 3 to 3^ lakhs was 

■ hkhs Thp ^ ^ e.xcess over Rs. 34 

mted for the higher incomes were sintilari; 

payable on annual total incomes of Rs 40 the latter being 

case of companies recristeT^A a j up\vards. In the 

was levied at the inaximui^ securities, the tax 

;i“i- 1:?. rH“ 

"» «- ..u, i.™. j., S,;.; TzS. 
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to income tax and is levied on a graduated and ascending scale on 
so much of the income as is in excess of Rs. 50,000 per annum. 
The rates of tax levied during 1923-24, varied from one anna to six 
annas in the rupee. In the case of a Hindu undivided family, the 
super-tax is levied on so much of the income as is in excess of Rs. 
75,000. In the case of companies the super-tax is, however, levied 
at a flat rate of one anna.' ” To bring the story of the tax up-to-date, 
it is necessary to mention the latest increase effected in the rates in 
order partially to cover the deficit anticipated for the year 1 930-31. 
On personal incomes of Rs. 1 5,000 and upward, the rates were raised 
by I pie .in the rupee and a corresponding increase was made in the 
super-tax in all grades, other than the flat rate of super-tax on com- 
panies. This increase was expected to yield Rs. 70 lakhs. In announc- 
ing this increase, the Finance Member expressed the hope of being 
able, if conditions were favourable, to introduce the principle of 
allowing business losses incurred in any one year to be carried 
forward to the next year and also to remove the existing double 
super-tax on companies, affecting genuine trust andfinance concerns.® 

The earlier increases in the rates of the tax on incomes were, 
of course, regarded as special war measures, but the new principle 
had come to stay. With increasing demands upon the national 
exchequer, those who were in a position to pay, had to make 
contributions to the expenditure of the State, proportionate to their 
means. If and when relief from the burden of taxation is granted, 
it must be granted to petty, resourceless land-holders whose 
agricultural incomes are taxed tlirough land revenue andto the middle 
and the lower classes of consumers. Larger incomes, from what- 
ever source they come, agriculture, industry or trade, have to make 
their reasonable contribution. ^ The income tax, like other taxes, is 

1 Kinanoe and EoTenue Accounts of the Government of India for iyi{3-24. 

2 Budget speech of Sir Q. Schuster, 28th February, ISSO* 

3 When a resolution was moved in the Viceroy’s Council in 1912, rooom* 
mending that the minimum limit of income aesessable to the income tax be raised 
from Rs. 1,000 to Rs 1,500 a year ( the original limit of Rs. 5u0 had been raised 
to Rs. 1,000 in 1903 in Lord Cufzon's time when the treasuey was overflowing 
with surpluses, ), Ur. Qokhale laid down the following sound maxim: -“The 
State has to look at the whole scheme of taxation, first from the standpoint of 

its own necessities and secondly, from the standpoint of the comparative ability 
of the different classes to pay their particular share of the revenue raised from 
the community. Now. judged by this standard, I really do not think that the 
class for which iny Hon'blo friend seeks a remission, has any substantial 

grievance. “ 
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now embodied in the annual Finance Bill, and the rates of assesa- 
ment are varied annually according to the need of the exchequer. 

The Indian tax has, therefore, assumed the form of the British 
income tax. fiic consolidation and improvement of the legislation 
connected with it carried out in 1923 and the administrative and 
other changes since effected, are calculated to cnliance the produc- 
tireness of the tax. But owing to the general economic depression 
prevailing m the country for the last few years, the yield of the tax 
has remained low instead of expanding. 

position of munici- 

of th local boards has never been satisfactory. By the side 

cl s governments, these represen"; the tiid 

class of spending and taxing pubUc authorities whose jurisdiction 

in tos connection is restricted to the limits of cities, towns and 

rural areas and which are charged with certain special functions 

and endowed with appropriate powers.' These in'^titutions were 

ooeongenial siSfound- 
ings and seldom breathed the air of independence. They were 

m .r. ..d ~ “«•. » 

of revenue and greater eoutrol over their own affairand 
clear that they would »!«!« haua ^ it was 

expenditure is more than double thi ' orores, and the total 
aeeounted for by the of difference being 

The inddenil of rates aXl,T“,r“rc &o 

tion which is about 19 million, i/uI^I^rI 3 “'’ The”“'’'*^ 

of the big port towns account for 40 per c^nt “"‘’‘“P^‘«es 

expenditure Of these bodies and thf. cent, of the income and 

rule, very poor. Distr^S and Id? bodt “ 

ofaboutRs.llcroresan d the incidence pe^ head” is 

UB 
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condition of these local bodies is deplorable and their administra- 
tion and finances will require earnest attention for years to comei 
Nearly one-tliird of their income is derived from the cess on land, 
and education claims more than that proportion of the total ex- 
penditure, civil works carrying off a pretty large slice of the income, 
There is a steady tendency towards increase in these figures ; and 
the incidence of municipal taxation has considerably risen every- 
where. Municipalities raise revenue by imposing octroi duties and 
house and water taxes ; the local boards have the land revenue cess 
which is one anna on every rupee of land revenue, and there are 
other sources of income such as special cesses in Bengal, which are 
not very productive and elastic. The needs of sanitation, improved 
water supply and communications, medical aid &c., are very urgent 
and the well-being of the mass of the population depends on what 
may be spent on these reforms. 

Local finance is a matter of great importance in other countries, 
and India has been exceedingly backward in that connection. Mr. 
Gokhale most successfully brought out this contrast in a speech he 
made in the Viceregal Council* in moving his resolution on the 
resources of Local Bodies. He pointed out that while in England, 
out of the total revenue, national and local, the share of loca 
bodies was two-fifths, in India, it was only one-fifth, and more than 
one-half of that fifth was administered by the State itself. It is not 
possible for us here to enter upon a discussion of the principles on 
which functions of national and local governments are divided and 
of the several systems in vogue in different countries, with regard to 
the relation between national and local finance. There is no getting 
away from the fact, however, that the existing local bodies in In^a 
are, so to say, exotics which have not yet taken deep root into the 
soil, and the importance of reviving indigenous instituLons h e 
Punchayats has come to be recently appreciated. In the alters 
political and economic conditions it is not practicable to revive ^ 
old system of local government, and we can only pour new v^e 
into old bottles and must harness the ancient spint of local " 

ation to the modern macliinery of self-government. In wtotever 
form we have those local bodies, they will succeed only if they are 
thoroughly popular, inspire confidence and generate enthusiasm. 
Functions Uke the provision of medical help and primary education, 


I 13th Marob, 1912. 
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the promotion of public health, and the maintenance of communi- 
cations will, in any case, have to be performed by them and they will 
succeed in the |clischarge of their duties to the extent they have 
funds to spend. The financial position of the larger municipalities 
is somewhat better, and they are spending steadily growing amounts 
on conveniences and amenities and are likewise raising more funds. 
But even they complain of the niggardliness of the contributions of 
the provincial governments, and the smaller municipal bodies are 
badly off. 

349* Land and Local Plnance: — Local bodies are at pre- 
sent severely hampered in their work by the paucity of resources, 
the latter being hopelessly inadequate to the efiBcient performance 
of their functions. Additional taxation is impracticable owing to 
the limited taxable capacity of the people, perticularly in rural areas. 
Land and other forms of property are the most suitable objects 
for local taxation. While income from land above a certain limit 
may, therefore, be taxed by the central or provincial government 
for national expenditure, local authorities should be allowed to levy 
a tax for their own purposes on land in their jurisdiction. Land- 
holders benefit directly from services rendered by local bodies and 
they will manage the funds supplied by them to those bodies. In 
France, local authorities are allowed to add a rate to various national 
^es for their own purpose and in Germany, they have their 
independent income taxes. In India, the land tax, with reductions 
in the case of very small cultivators, may be handed over to the 
loral bodies as a tax upon property while a general income tax, 

as upon non-agricultural 

TutSes”*’' 

proposal, and sudden changes 

^the >f the principle 

of the position here taken up is accepted and the change is slowly 

thff , 1 T the assessment and coUection 

th Jrt ^ to local bodies. It may be repeated 

thrt the land tax should be a tax upon property or land S anrt 

moderate in its inddence, particularly so far as small hoiHoro ^ 

concerned, the larger agricultural incomes above a certain li^t 

being assessed to the general income tax. The existing ^ss^ 
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of the land tax may even be retained if ii substantial portion of its 

fsTrleri! °f P^vincial revenue 

IS derived to-day from land and when this is transferred to local 

bodies, the latter may be expected to perform such functions as are 

being performed for them by the higher government, grants paid out 

of provincial funds being then reduced or wholly withdrawn. 


It has been already shown that the total burden of taxation 
in India is not light, but the distribution of land revenue between 
the provincial governments and the local bodies is most unsatis- 
factory. The indigenous village organization has gone to pieces 
and with it the old system of its finance. It should be noted 
that a large portion of the revenue of local bodies in other 
countries ' is derived from land, and if local finance is to improve 
in India and the functions of local bodies are to be satisfactorily 
discharged, to the benefit of the mass of the population, we 
must progress along the lines followed by western nations. This 
will necessitate a suitable adjustment of the existing system to 
the needs of reform and the abandonment of the prevalent theories 
about land revenue. Local bodies have now been liberalized and 
powers of taxation have been conferred on them. The field over 
which this power may be exercised is, to-day, narrow, and will have 
to be widened before any substantial financial improvement can be 
expected. 


350« Taxation Inquiry: — It has been shown above how 
important changes in the number, kinds and rates of taxes had to 
be introduced with the view of meeting the exigencies of the special 
conditions of the time of war, and it was to be expected that the 
tax-system should have become confused, uncoordinated, unequal 
and inequitable. As the abnormal conditions gradually dis- 
appeared, though there was still little prospect of the reduc- 
tion of expenditure and of the fiscal burden, it was thought 


1 Mr. Qokhale aaya "In England the bulk of the contribution that comes 
from land goes to local bodies, the central government receiving only a very 
■mall amount as land tax. In Frauoo ro^ro than hclf tho contribution from land 
goes to local bodies In this country, however, the division is in the propor- 

tion of 16 to 1, that is, ■ixioeii-seventcouths goes to the slate and only one- 
Seventeenth to local bodies. Now there we have really a serious grievance. ..If 
we could got for our local bodies a muoU larger share of the contribution from 
the land, even if the proportion was not as high as in the West most of the fin- 
anoial troubles of those bodies will disappear.*’ — Speech in the Viceregal Oounoil. 
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necessary in 1923 that the whole position should be carefully 
examined in order to ascertain its defects and to lay down the 
lines along which improvements should be made as circumstances 
permitted. This is the genesis of the Taxation Inquiry Committee 
which was appointed in May, 1924, (1) to examine the manner in 
w^ch the burden of taxation is distributed at present between the 
di^erent classes of the population, (2) to consider whether the 
whole system of taxation, central, provincial and local, is equitable 
and in accordance with economic principles, and if not, in what 
respects it is defective, and (3) to report on the suitability of 
alternative sources of taxation. It is proposed here to refer only to 
the leading suggestions embodied in the Committee’s report. The 
Committee was divided on the question of the nature of land 
revenue. It was. however, of opinion that - land revenue viewed 

teadstT. progressive, but actually 

t f . ‘be °ppos.te direction, ■’ and the results of this fact are 

tafoTa^ u “ ‘i ® absence of provision for an income 

^vanr^f . serve in the more 

.ntrthn t iotroduce an element of progression 

S a7 t4f regards the 

nessand^P^^ cheapness, steadi- 

tion of threT/ . cultivator and the introduc- 

recommended f progression, the Committee 

be annual v^ue [ 7 th" should 

mcludintrfh^r! ; produce less cost of production, 

and h- f labour actually expended by the farmer 

The funlr " 7 ^ enteS^ 

asc:rS" : 7 be limited r^e 

as they L .4lde “n d7'7 77 '’® “PP'*®'’ ‘® "<>“ 

difficuft runrmui^d hot f resettlement. It is 

Committee, the “g^ recommendation of the 

whole province with if/4 4 b* » common rate for the 


1 See Appendix to Chapter XVU above. 



TAXATION 


938 

the same time, that the rate of assessment should be standardised 
at a comparatively low figure not exceeding 25 per cent, of the 
annual value. 

The reduction in the share borne by the land revenue to the 
total taxation, must, in the view of the Committee, be accompanied 
by an increase in the local rate, the maximum for the ordinary rates 
being fixed at about 25 per cent, of the sum taken as land revenue. It 
is not possible to relieve the poorest cultivator by an exemption ; and 
relief of his difficulties is to be found only in a better system of rural 
economy generally. The obvious ways of introducing progression 
in the case of the large holder of land, are tlirough an income tax on 
agricultural incomes or through something in the nature of succession 
duty, or both. With regard to import duties, some of them are 
protective in operation though they were not intended to be so. 
Other duties are restrictive in their effect on trade, and it appears 
that in the matter of import duties generally there is an amount 
of shifting of the burden from the richer classes to the mass of the 
population, A higher rate of duty can be safely imposed on wine, 
beer and spirits ; and a reduction of duties on conventional 
necessaries of life such as sugar, and on raw materials of industiy* 
and means of production, is desirable. An export duty should not 
be utilized for the purpose of protecting an industry. Duties on 
jute and rice should be continued, and that on tea should be touched 
only when it is proved to have detrimental effecU on trade and 
industry. The duty on hides is wrong in principle and dangerous 
in its effects and must go, and that on skins should ^ be kept and 
carefully examined. An export duty on lac is desirable and oil 
seeds and manures ought to be sinularly treated. The present 
rate of salt duty is appropriate and causes no hardship. An excise 
duty on Indian-made cotton goods is not to be condemned if it is 
accompanied by an adequate customs duty and the burden on the 
consumer is not too great. The case for the reduction of the duty 
on petrol is not urgent ; and if conditions are favourable, preference 
should be given to kerosene, as the burden of the tax falls on all 
classes of the population. Aerated waters are a suitable object tor 
taxation, and so are patent medicines for an excise and an import 
duty. Cigarettes and pipe tobacco may be subjected to a^ 
excise though an excise on all production or an acerage duty are 

not practicable. 
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A number of suggestions are made with respect to the income- 
tax. A differentiation between earned and unearned incomes is 
not recommended in the present circumstances of India, and can be 
introduced when income from agriculture comes to be taxed like 
other incomes. A moderate increase in the rates applicable to 
incomes above Rs. 10,000 is regarded as equitable. It is suggested 
that the limit for super-tax should be reduced to Rs. 30,000 and that 
a new rate of super-tax of 6 pies on the first Rs. 20,000 or part 
thereof in excess of that sum be introduced. It is proposed that 
supertax on companies should be converted into a corporation profits 
tax, the exemption of the first Rs. 50,000 should be removed, and 
holding companies should not be assessed to this tax on profits 
representing profits of subsidiary companies. There is no historical 
or theoretical justification for the continued exemption from the 
income-tax of incomes derived from agriculture, but there are 
administrative and political objections to the removal of the exemp- 
tion at the present time. A succession duty is impracticable in 
India, but a duty on the lines of the English Estate duty, which may 
initially take the form of a transfer or mutation duty on death, is more 
practicable. This involves representation of the deceased, which is 
desirable on other grounds. The existing law provides for it in certain 
cases, i. e. probate duty but is limited to particular communities. 
The taxation involved in this is very inequitable, and the committee 
recommends its modification and extension to all communities. It 
feels that the Uw of the joint Hindu family presents no insuperable 
obstacle, and it is suggested that the necessary legislation should be 
undertaken by the central legislature. It wfil be interesting to see 
how for the recommendations summarised so far, have been given 
effect to and are worth adopting. 


351. Noteworthy Points We shall now give a brief 
sumn^ of the important points which emerge from the above 
desOTpUon of the Indian tax-system. The occasion wiu’ be 
uhlised to direct the attention of the reader to the pieaent 
situation and the immediate prospects as also to the prindD^ re. 
M^endations of the Taxation Inquiry Committee. (1) The first 
to that strikes the student is the increase which has tak^p place 
m the expenditure and the revenue of government in rqcent ye^ 

The pre-w figure representing these was roughly Rs. m 

for the whole country ; and at present it is ?io cypres. S 
means an mcreaae of nearly 68 per oent., T1 ,q 
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divided between the central and provincial governments in the 
ratio of 100:70. The revenue of the Provinces has not grown in 
the same proportion as that of the Government of India, being now 
about Rs. 80 crores as compared with Rs. 52 crores in 1913-14, 
an increase of 56 per cent. The spirit of retrenchment and eco- 
nomy has spent up its short-lived force ; and in his budget speech 
on 28th February, 1930, the Finance Member plainly stated that 
there was little hope of reduction of expenditure while, on the other 
hand, new demands on the exchequer were being pressed. The Army 
expenditure which is now Rs. 55 crores as against Rs. 69 and Rs. 65 
crores for the years 1921-22 and 1922-23 respectively, is still a little 
less than double the pre-war amount and the salaries and expenses 
of civil departments show a large increase over the pre-war years. It 
is necessary to repeat here that a comparison of the present situa- 
tion with that of a few years ago must be made with great care as 
the factors of financial decentralization, price levels and the exchange 
value of the rupee, make important adjustments and allowances 
essential. 

(2) The increased expenditure has been defrayed mainly out 
of the expansion of customs, excise and income tax revenue and 
also out of borrowings. Cutoms yielded 1 1^ crores in 1913-14 and 
are calculated to yield more than Rs. 54 crores in 1930-31, the 
increase being largely due to enhancement of duties effected during 
the past few years and the high prices of commodities. Before the 
war, the Income Tax produced barely Rs. 3 crores ; in 1930-31, it 
is expected that it will give Rs. 1 8 crores, thanks to the reorganiza- 
tion of the whole system of the tax, the imposition of the super-tax 
and successive increases in rates. The yield would have been much 
larger had it not been for the continued economic depression through 
which the country has been passing. The increase in the excise 
revenue is due to the higher prices of liquor and the increased license 
fees obtained by government. The popular agitation for prohibtion 
has borne little fruit and Provincial governments have been clinging 
to the drink revenue with pathetic attachment born of inability to 
find a suitable substitute. Revenue from customs duties will have 
to be conserved though anomalies of their incidence will have to be 
removed and relief will have to be given to consumers and to in- 
digenous industries. Taxation of consumption has to be moderate 
in pressure, but it will not be a practical proposition to dispense 
with customs duties of a restrictive character for many a long year* 
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(3) The redistribution of the revenues of the Government of 
India and the Provincial Governments, is another feature that 
deserves notice. Provincial legislatures were not over-anxious to 
levy additional taxation, and the natural increase in the revenues 
of the Provinces was expected to satisfy the needs of development. 
Post-war deficits were indeed met with all-round retrenchment and 
increased taxation e. g. stamp duties and amusement taxes ; but the 
scope for the expansion of provincial revenue is very small. The 
financial needs of the Provinces for schemes of development were 
urgent, and the central government having now dispensed with 
Provincial contributions, some of them, notably Madras and the 
U. P., have materially improved their financial position. The injus- 
tice done to Bombay in the transfer of its sliare of the income tax 
to the Government of India, however, remained unredressed. The 
Provinces have to work under the disadvantage that the limits 
within which they can levy additional taxation, are narrow while 
the cost of administration has increased under the reformed consti- 
tution?and demands for additional public expenditure for economic 
development are insistent. Land revenue, excise, stamps, irrigation 
and forests which are the provincial sources of income, are not capable 
of appreciable increase and new avenues are difficult to discover. 

(4) The improvement of local finance is a subject of equally 
great importance. The total receipts of local authorities in the 
United Kingdom in 1913, amounted to £ 200 million and thus 
equalled the total national revenue of the country. Of this, 41% re- 
presented receipts from rates. The aggregate revenues of all local 
authorities in India do not exceed Rs. 35 crores against a national 
revenue of Rs. 210 crores. The bodies in rural areas must be allowed 
to raise revenue from land and for this purpose, the present land tax 
will have to be handed over to them after the necessary readjustments 
are effected. The popularization of local self-government must go 
hand in hand with financial improvement in the case of the local 
bodies. The principle of decentralization of power, underlying the 
Reforms, is being applied to the local bodies and they are being 
endowed with increased authority and enjoy powers of taxation. The 
larger municipaliUes are better off, but the state of the others is un- 
satisfactory. The resources of the people of rural areas are admitted- 
ly and political reform alone is not calculated to make appre- 
oiable.addiuon to the revenues of local bodies. Taxes like a local 

u» 
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Gxcis6 on tcibaccOj h<ivc bssn proposed but the sii^I^cstions arc open 
to serious practical difaculties. The complaint is made that the 
people clamour for administrative improvements and want educa- 
tional, social and economic reforms and that, at the same time, they 
strenuously oppose proposals for increased taxation. This dis- 
position of the people, it is pointed out, is seen particularly in the 
municipal and local bodies and is represented as the real stumbling 
block in the path of progress.* It is certainly a fact that people 
resist additional taxes, but lack of means, education and of public 
spirit is responsible for the tendency. The resources of several 
municipalities have, however, been increased by means of additional 
taxation in recent )’ears. 

(5) The chief sources of revenue on which India must rely in 
the near future, will be customs — import and export duties — taxes 
on luxuries, higher rates on substantial incomes and taxes on large 
property to be levied on transfers and inheritance. An export duty 
on cotton has been proposed and it may, for a time, be paid by 
the foreign consumer owing to the keen demand for that Indian 
staple in Japan and elsewhere. Indian mills consume about one-half 
of the indigenous production, and an export duty of 5 per cent, 
may bring in two crores of rupees. Cotton is not, however, a mono- 
poly of India in the way that jute is, and the incidence and the 
effect of such a duty will have to be carefully watched as it is likely 
to prove prejudicial to the Indian cultivator if India’s customers 
secure their cotton supplies elsewhere. It is, therefore, a risky 
experiment one would not like to support. As regards direct taxes, 
efforts are already being made to improve the machinery and yield 
of the income tax, and its productivity has recently increased to a 
material extent. Though a poor country, India will have to develop 
a universal income tax, with suitable exemptions and deductions 
and a duty on inheritances. 

(6) The land tax has reached the limits of productivity in all 
Provinces except in Bengal, and it is now claimed that its rate should 
be permanently fixed. Revision settlements which are accompanied 
by increase of assessment, are, therefore, being opposed almost 
everywhere. The bulk of the income tax revenue comes from a 
small number of wealthy persons, and the large majority of the as- 
sessees are people of moderate incomes. When the taxable mmi- 


1 See “India in 1923-24*’. 
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mum was raised from Rg. 1,000 to Rs. 2,000 in 1919, for example, 
the concession gave relief to no fewer than 2,37,000 petty aasessees 
out of a total of 3,81,000 persons who were assessed to the income 
tsix before. Nevertheless, if the State wants more money, it has to 
devise an equitable system of taxation which will conform, as far as 
practicable, to the sound fisod maxim that every member of the 
community should be made to contribute to the national purse in 

derfvTs gauged by the income he 


Small incomes which can not be brought into the net of the 
central income tax, may be left to be dealt with by local bodies. 
As to inheritance taxes, large properties may be made to contribute 
to the exchequer, provincial or local, in proportion to their size. 
The principle of exemption of small properties and of graduation 
must, of course, be applied to inheritance taxes. The difficulties to 
be encountered in this connection are, however, great. Like in- 
come, property cannot be localized and there is danger of excessive 
uixution or evasion. The undivided Hindu families will be difficult 
to Uickle for purposes of Death Duties. The indigenous law of succes- 
sion governing the various communities and castes, will have to be 
carefully examiued before any concrete proposals are put forward. 

thl snW r TK on 

of 1 ‘"‘o ‘he hands 

p .on by right of distant relationship with the deceased 

therTwUl b accepted ; but 

there will be serious practical difficulties in the way when it comes 

to actual application of the theory. 

(7) Lastly, we may brieay refer to the question of “taxable 

capacity of the people, which has been recently much discussed 

burdl of taLt '"''^’ ascertaining the 

chv ^ a? I “a‘‘°''al ‘aaome. Taxable La- 

‘r.X . "'S “ — 

1 See L,o. ohw Man.,. .Eioh.. 
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however, lead us nowhere and are often misleading.’ In the first 
place, it is extremely difficult to ascertain the amount of income 
absolutely necessary to maintain a community and secondly, what 
is important is not the absolute but the relative capacity of the 
different classes of population. Thus it is not an enlightening 
conclusion to draw that taxation in India represents 30 to 50 per 
cent, of the surplus national income. Income assessed to the in- 
come tax indicates the size of the surplus and the number of people 
who have it ; and the poverty of the mass of the population is only 
too notorious. Village enquiries show that there are families which 
live below the standard which, even according to them, is essential 
for existence. * 


The latest figures for the revenue and expenditure of the 
Government of India are given below : — 

( In Crores of Rupees , ) 


Rerenue. 


Expenditure. 


Heads 


PriQoipal Ueade 
Customs 

Taxes on Income 

Salt 

Opium 

Other Heads 

Total Principal Heads 
Railwaya : Net Receipts 
Irrigation : Net Receipts 
Posts and Telegraphs: 

Net Receipts 
Civil Administration 
Currency and Mint 
Civil Works 
Misoellaneoua 
Military Receipts 
Provincial oootrlbutione 
and adjustments 
Extraodinary Items 

Total 

Deficit 


Grand Total 


Sg 


o eo 
a I 

fiS 

.3 .2 S2 

Iz. 


49*28 54 - 4 ? 
16-70 17-99 
7-59 7-04 

3 - 2 fi 2-71 

2-23 2-30 


79 08 
37-48 


2-80 

1-00 

2-88 

•ir 

•89 

3 - 39 ; 

i 

•3 

1-04 


84-55 

38-10 

•14 

3-45 

1-06 

2 - 89 
•26 
-86 

3 - 62 


128-98 

•31 


129-29 


32 


135-48 


135-48 


Heads 


9) 


a> 



o 

< 




^ IS'? 

ss 


Direct Demands 
Forest and other capitnl 
outlay 

Ra^ways: Interest an-! 

niiscellaceous 

Irri^tation 

Posts and Telegraphs 
Debt Services 
Civil Administration 
Currency and Mint 
Civil Works 
Miscellaneous 
Military Services 
Miscellaneous adjnstments 
Extraordinary Items 

Total 

Surplus 

Grand Total 


4-021 4-35 


32-25 

•22 

•81 

L 5-62 

11-43 

•71 

1-59 

405 ' 

58-49 

•1 

•1 


129 - 29 ^ 


129-29 


-6 

32-36 

• 2 .'> 

•92 

17-81 

13-29 

•77 

2-81 

4-16 

57-97 



135-48 


1 See G. Findlay Shlrras : Science of Public finance and Brij Narain: 
Indian Economic Life, 

2 See Dr. H. H. Mann : Life and Labour in a Deccan Village. 
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The financial position of the Provincial governments will be 
dealt with at the close of the next chapter. Here it will suffice to 
say that the complete remission of contributions to the central 
exchequer has improved the revenues of Provinces like Madras, 
U. P. and the Punjab which are Rs. 18, 13 and 13 crores respective- 
ly as against Rs. 14^ crores and lU crores for Bombay and Bengal, 
Behar and Orissa and C, P. have about Rs. 61- and 5.' crores as their 
annual revenue. I'he disparity between £he Provinces as to their 
relative populations and reveuues is e.xtremely striking, and con- 
stitutes one of the most difficult problems iu Indian federal finance. 
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CHAPTER XIX. 


PUBLIC FINANCE 

352 . Capital Expenditure The science of public finance 

deals with the principles and methods relating to the acquisition, 
collection and expenditure of the funds necessary to enable govern- 
ments, national, provincial and local, to maintain themselves and to 
discharge their appropriate functions.' In the last chapter, we 
covered one important portion of the domain of public finance 
in India, viz. the system of taxation. The State budget displays 
characteristics similar to those of a family budget, and besides 
the regular expenditure, it has to provide for the requirements 
of its commercial undertakings and for needs of an extraordinary 
nature. It is now proposed, therefore, to survey the other parts of 
the field of finance and to deal with the broader aspects of the 
subject, e. g. the financial relations between the central and pro- 
vincial governments, capital expenditure on public works like 
Railways and New Delhi, public debt, floating, temporary and perma- 
nent, sinking funds &c., which raise problems of a nature difterent 
from that of questions treated in the last Chapter, though the two 
subjects are very closely related to each other. Attention is also in- 
vited to our discussion of government balances, ways and means 
programme and allied topics in the chapters on currency, exchange 
and banking. The first problem which has taxed the brains of 
government for three quarters of a century, in this connection, 
refers to the capital required for Railways. Mention has already 
been made of the system of providing capital, prevailing in per-war 
years. The Acworth Committee laid stress on the necessity of 
making a definite and reh'able provision for funds required by 
Railways ; and its recommendations were designed to ensure that 
result. Arrangements in this behalf before the War were declared 
to have been unsatisfactory. During the war-period capital ex- 

1 Fanoeto Nitti s Principes do science dee Finances ; and Uandbuch der 
i\natu wiseentchajt, Erster band. 
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penditure on Railways had to be reduced and they had to be worked 
at a high pressure. Railway capital expenditure on State-owned linesi 
open lines and lines under construction, amounted, therefore, to 
comparatively very small suras, and the provision could be increased 
only after the close of the war, as may be seen from the following 
statement : — 


Capital Expenditure on State Railways^ 


Ycriv 

OpeD Lines 

j 

Hues 

Rs. 

(crores) 

1 

1 

1 

1 

Qrantl 

Total 

Rs. 

( crorea ) 

Works lucludiDg 
stores 

Ks. (crores) 

1 

Rolling Stock 
Ks. (crores) 

1 

Total 

Rs. (crores) 

iyl3-14 

9-30 

7-31 

1 

16-61 

1-86 

18-47 

1919-20 

9-28 

4-56 

13-84 

0-21 

1 

14-05 

1920-21 

14-93 

10-13 

25-06 

1 

1-02 

26-08 

1921-22 

11-20 

10-02 

21-22 

2-11 

23-33 

1922-23 

6-77 

9’52 

16-29 

2-74 ; 

1 

19 03 

1923-24 

7-69 

9-51 

17-20 

1 

2-51 

19'71 

1926-27 

16-74 

4-13 

20-87 

6-27 

27-14 

1927-28 

17-21 

5-37 

22-58 

9-86 

32-44 


On the close of the war, financing of raUways on a generou 
s^le WM resumed, and the bulk of the capital made available wa 
u^sed for making up the arrears of repairs and reneNvals neglecte, 

the consonance with the recommendations o 

Rs 1 ^ ^ Com^ttee, ,t was decided to spend out of capita 

mov^^dcH “T f ^ course of five years i and Rs. 30 croies wen 
prowded in the budget for \ 922-23. The estimate of the strain tha 

depres^^n ““‘’xcrT ‘“e general economi, 

1923 eitpended on capital account ii 

1925 26 and 1926 2; were Rs. 19.24 crores, 27.14 Lres r^pective 

Ri. 25 cror:"^^ ‘av^gr 7 

crores were availahle, and in the budget for 1 93a-rirth^pita 
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allotment had to be cut down to Rs. 1 6.7 crores only. Financial 
stringency and the high rates of interest ruling in the world money 
market adversely affected the borrowing power of the Government 
of India and therefore put limits on the capital programme of the 
Railways. A separate Railway budget, it is clear, does not provide 
for independent and liberal borrowing and capital expenditure 
for Railways which have to adjust their programme of outlay to the 
general financial position of the government.’ 


353. Separation of Railway Finance It is worth consi- 
dering, therefore, whether one of the.principal objects of the separation 
of Railway finance, viz. undisturbed prosecution of capital schemes 
by the Railway administrations, has been fulfilled. The view was 
held by some that profits from railways, which by their fluctuation and 
uncertainty, disturbed the even course of national finance and were 
not the proceeds of taxation, should not form part of the ordinary cur- 
rent revenue of the country, but should be set apart for being laid 
out on the expansion and improvement of railways, so that the 
annual borrowings of capital would be substantially reduced and 
the dependence of railways on annual budgets would be minimised. 
Others were, however, inclined to hold that railway profits which 
were earned not only after meeting all charges on account of inter- 
est on the total amount of capital borrowed for railways but after 
providing for annuity and sinking fund charges as well, were a 
legitimate source of revenue to the State and that the tax-payers were 
entitled to receive the relief thus afforded to them. 

Separation of the Railway budget from the general national 
budget was strongly urged by the Indian Railway Committee. It 
was contended that apart from the clement of uncertainty intro- 
duced into the annual financial estimates by the inclusion of railway 
profits therein, the dependence of railway finance on the exigencies 
of the general budget and the needs of the exchequer, '.impeded the 
capital programme of raUways, interfered with the execution of 
essential repairs and renewals and caused waste and ultimate loss. 
The Committee observed «and the essence of this reform is con. 


1 “ But financial exigencies have made retrenobment inevitable... ^ 
in connection with the capital programme that the operat.ona f 
Department chiefly affect the general finances of the Government o India a^ 
in aoy review of policy the FiDance laust ta e 9 u 

Railway Member'a Budget epeeoh, 1930. 
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tained in two things : (1) the complete separation of the Railway 
Budget from the general Budget of the country and its reconstruc- 
tion in a form which frees a great commercial business from the 
trammels of a system which assumes that the concern goes out of 
business on each 31st of March and recommences de novo on the 1st 
of April ; and (2) the emancipation of the railway management from 
the control of the Finance Department.” The Committee passed 
severe strictures against the inadequacy of funds provided by the 
Finance Department for the maintenance and renewals of railways 
and condemned its financial methods as absolutely unbusinesslike. 
The principle on which the railways must be managed was stated 
by the Committee to be that ^by the time the useful life of an asset 
or a building has expired, its full original cost should have been 
>NTitten ofif out of revenue. This has not been the case on the Indian 
railways. There are scores of bridges with girders unfit to carry 
train loads up to modern requirements. ..Their cost has not been 
written off. They stand in the books at the original figure. The 
Government has formed no replacement reserve.* 


The Committee’s trenchant remarks directed against the dila- 
tory and unbusinesslike financial methods of government and its 

arguments in support of the separation of the Railway budget, wOl 

appreciated.' The Committee was, however, on debat- 
able ground when it proposed that the Railway business of the 
State shoiUd pay out of its earnings only the interest on capital 
and shodd make no contribution to the national exchequer as 
a rule. It Mked the public to be content with the economic and 
social benefits rMways had conferred on the community and the 
improvement in State revenue they had indirectly brought about. 

do thl™' “ business, it is pertinent to inquire, for whom 

do they exist ? Are not those who have paid for them out of tax- 
ation for years, to expect any profit out of them ? For, it must not 
be forgotten th at niilways have now become remuneraU™ orfy 

1. .0 V b"P>r.n..n., 

correipondins taxatioo Its nfflni i to k«ep at the mlalmum the 

perlencetofrd8“ h! e«enll^^^^^^^ *«*“*°« « «- 

wheretheolroumitanoeaofurenwA* quastloa when and 

large ha^n^regai not mereW to expenditure of 

niaohin6atlhemomeut.buttothepLpsott Phyaloal 

menteofthe fatwe." neptospeota of development and the reqaire- 

UO 
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after having taken year after year, a crorc of rupees a year on an 
average for fifty years ; and it is but just that tlie profits should go to 
relieve the burden of the ta\'-payer so far as this can be done without 
detriment to the position of the railways, which are, after all, a 
commercial undertaking.’ 


334« Separation and After Though the Acworth Com- 
mittee did not approve of the contribution by the Railways to the 
exchequer of any thing more than the annual interest on the debt 
incurred by the State for railway purposes, it was careful to point 
out that the separation of the railway budget was not dependent on 
the acceptance of tliat particular view. The financial situation, 
again, was not so very favourable that the exchequer and the tax- 
payer could contemplate the proposed sacrifice of revenue with 
equanimity. Government, therefore, suggested to the Legislative 
Assembly a scheme in which “the railway finances shall be separated 
from the general finances of the country and the general revenues 
shall receive a definite annual contribution from railways which shall 
be the first charge on railway earnings." Jt looked only fiur that the 
railways should not be saddled with the payment of interest on the 
capital expenditure on strategic lines and the repayment of^p.tal 
borrowed. Tlie scheme of Railway contribution [finally adopt^ 
by the Legislature in 1 924, has been briefly described on a preced- 

ing page. 


The fundamental idea of the scheme of the separation of the 
railway budget was that the railways should be given an opportu- 
nity to develop themselves along business fines with the power to 
utlLe their resumes to the utmost, only subject to the obhgation 

to make a to'p^rovidrfor depredation. 

rboutn crores of rupees a year were credited to ‘he deprecation funj 
bv debiting the amount to revenue on that account, m 1 
1^7-28, and very nearly equal sums were ^k^ 

bXnce of the Depreciation Fund was R s. 12-5 crores, and Rs. 13 2 

1 In thit connectioD. we wrote in budget. 

railway budget is not to bo distur s y ftontributloQ to the national 

why should the railwaya not make a fixed annual oo 

exchequer on a scale to be determined say every ve yc 
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crorcs were to be added to it by appropriation in the year. Rs. 8-5 
crores were to be taken out for expenditure and the closing balance 
was expected to be Rs. 1 7.2 crores. The Reserve Fund stands at 
about Rs. 18 crores. The power of financial control vested in the 
Legislative Assembly was kept intact under the schme of separation, 
and it was desired to create a convention that the details of the 
railway budget should not, as far as possible, be interfered with, the 
railway budget continuing to be discussed, criticised and voted upon 
as before.’ Railway finance was not to be considered from the 
point of view of the position of a brief period of only one year but 
was to be surveyed with an eye to economical and efficient manage- 
ment over a series of years. Though the scheme of financial separa- 
tion initiated in 1924, may be said to have worked well, on the 
whole, adverse criticism on its operation has been frequently given 
expression to in the Legislative Assembly. Questions have been 
raised as to whether the Finance Department exercises sufficient 
control over Railway expenditure in the interest of national credit 
and economy, whether the Railway contribution to general revenues 
is anything more than a provision for the sinking fund for the 
railway debt and whether railway profits ought to go to benefit trade 
and industry rather than to relieve the tax-payer. It will thus be 
seen that the whole problem of Rsiilway finance and its relation to 
general national finance, in its fundamental aspects, here comes up 

for reconsideration, and it looks as if the scheme initiated in 1924, 

must be re-e.xamined and revised in the light of recent experience. 


355. Era of Deficits One striking feature of war and 
post-war finance is the enormous increase which took place in the 
public debt of the count^>^ The economic depression which over- 
took India along with other countries, in the place of the industrial 
and commercial prosperity which had been anticipated on the close 
of the war, was the cause of serious financial trouble. The revenue 
of government did not rise to the e.xpected level while the expendi- 


Railways It will i , economies m the working of our 

provide better 

Government of India and this AssemUv will PubIio...Tho 

Admini-tratlon as .htr .ow or ""sorob'" 
introduoing the Budget for 1W4-W. ' Spoeoh of Fiuanoe Member in 
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ture remained at a high pitch. Deficit, therefore, succeeded deficit, and 
the revenue fell short of the expenditure b)' no less an amount than 
90 crores of rupees in four years. These gaps were filled with 
borrowings in various shapes when they could not be covered with 
additions made to taxation. Rs. 1 9 crores of new taxation 
were added in the budget of 1921-22 — a record addition for 
a single year — and yet government was confronted with a still 
larger deficit of 32 crores in the next year. The financial position 
was almost desperate, and in spite of another big addition to tax- 
ation, a considerable portion of the deficit had to be left uncovered. 
We shall give a few important details. ' There was a deficit of 
Rs. 6 crores in 1918-19 and it was left uncovered. In 1919-20, 
largely owing to the Afghan war, the deficit increased to Rs. 24 
crores; and in 1920-21, the deficiency rose still higher and 
reached Rs. 26 crores. The year 1921-22 was one of the 
most adverse, and witnessed a deficit of Rs. 33 crores. The next 
year, 1922-23, was estimated to close with a deficit of Ks.SlJ 
crores, and government could propose to find Rs. 29 crores by 
additional taxation and had to leave the deficiency of Rs. 2| crores 
uncovered. The accounts of the year 1 922-23 actually showed a 
deficit of Rs. 1 5 crores, the increase being partly due to the refusal 
of the Legislature to consent to the doubling of the salt duty pro- 
posed by the government 

The recurring deficit appeared to be a bottomless pit which 
could not be filled up by the growing amounts of taxation which 
were thrown into it. The legislature and the public felt that the 
situation must be met with a determined effort at drastic retrench- 
ment. The Geddes Committee in England became a model for this 
country, but the Government of India was unwilling to allow an 
outside body to apply the axe to its bloated expenditure. The 
government professed great anxiety for economy and the reduction 
of the expenses of administration and ofifered to put its house in 
order without the scrutiny of a committee. But the two Houses of 
the Legislature insisted upon a thorough-going investigation by an 
external body and government was compelled to appoint the in- 
chcape Committee, in May, 1 922. The report of this Retrenchment 
Committee was out in March, 1923 and some of its recommenda- 
tions were made in time to be incorporated m the budget or 
24. The Committee recommended a total retrenchment of Ks.i i 
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crores in the expenditure of the Govermneot of India, the military 
department coming in for the largest share, viz. Rs. 1 0^ crores. 
Railways wete expected to make a cut of R9.4i crores, and Rs. 
crores was the amount of the cut suggested for Posts and Telegraphs. 
.The budget for 1923-24 included considerable reductions on the 
lines recommended and yet the revenue was estimated to lag behind 
the expenditure by Rs. 9 crores. Government proposed to bridge 
the gulf by doubling the salt duty wliich the legislature would not 
assent to, and the Governor General liad to e.xercise his special 
powers to give effect to the proposal. In the 1 924-25 budget, the 
era of deficits was left behind and the Finance Member was in the 
embarrassing but happy position of being called upon to dispose of 
an estimated surplus of Rs. 3^ crores. The latter was utilised in 
reducing the salt duty to Rs. Ij per maund and the reduction of 
Provincial contributions had to wait for one more year. The total 
remission of these contributions was a heavy obligation resting upon 
the central gevernment, but subject to it, surpluses began to accrue 
in the central* exchequer once more, from the year 1924. The years 
1929 and 1 930 were unfavourable years, and the two sides of the 
budget for 1930-31 could be squared only by additional taxation. 


35fe. Financial Decentralization The Government of 
India was, for generations, wedded to the system of centraUsation, 
and its rigid control over the provinces has been slowly and almost 
reluctantly relaxed in favour of load governments; but the introtluc- 
tion of responsible government in the provinces under the 
scheme of the ‘‘Moutford” constitutional reforms, required the 
complete separation of the sources of revenue of the two go- 
vernments and the substitution for assignments of Imperial 
revenue to provincial governments, contributions from the 
latter, if necessary, to the exchequer of the central government. 
Though the provincial governments in India did not occupy the same 
position as the constituent states of federated nations Uke the 

nni^cc fi' country was not calculated to be rapid 

unless financial independence was granted to the Provinces. Owiiig 

to histonral causes among xyhich the chief was the consUtution, by 

otr r olher - ^“P^eme 

he other presidencies, Government of India’s policy had 

a ways been, and it was more marked before Lord 4yo Worn 
of 187L to regard .ts exchequer as the one national eLhlquer™ 
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India and to treat provincial governments as subordinate authorities 
who were to collect and spend funds that were to be assigned to 
them. For over two generations a slow development took place in 
the direction of provijicial decentralization, but provincial govern- 
ments could neither tax nor raise loans independently. In the place 
of fixed lump assignments, they were given, under quinquennial 
contracts which were made almost permanent in 1911, shares in 
certain growing sources of revenue but they had little interest in 
improving these sources and in ])ractising strict economy so long as 
they were under the rigid control of the Government of India. 


This state of things had to make room for a system under which 
provincial governments had independent sources of revnue and 
there were no divided heads as under the traditional arrangements. 
For instance, customs, the income tax, railways, the post office, sail 
and opium could be entirely Imperial, while land revenue, excise, 
stamps, irrigation and forests could be wholly provincial. Military, 
naval and other charges had to be borne by Imperial revenues, and 
the Provinces would make contributions to them on certain fi.xed 
principles if tlic resources of the central government proved inade- 
quate. The reform was suggested several years ago, but wc move 
ver)' slowly in this country. The grant. of fiscal autonoin)’ to the 
Provinces and the readjustment of the financial relations between 
the central and provincial governments could not, however, be long 
delayed, and became inevitable. As, under the Montaguc-Chelms- 
ford reforms, provincial governments were given greater powers and 
the provincial legislatures a larger measure of control, and the rela- 
tions between the government and the people, become closer, de- 
centralised finance and provinicial taxation became imperatively 


necessary. 

In the course of the evolution of the financial relations between 
the Government of India and the Provincial Governments, the atter 

had come to secure sliares in growing sources of revenue, and e 

quinquennial contracts about those shares, had been converted m 
1904 into quasi permanent agreements. The new system was free 
from some of the conspicuous evils of the old one, viz., the 
nial revisions of the contracts, the raids made by the 
ofindiaonthe pro\fincml resources and the scramble among 
local governments for larger assignments of revenue. bUU tne 
governments had no power of levying taxation and o orrowing 
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their own account, and' the ^doles’ which the central government 
gave to them out of its surpluses, proved inconvenient. The intro- 
duction of partial responsible government in the provinces and the 
grant of a large measure of autonomy to the provincial governments, 
necessitated a wholesale re-arrangement of the financial relations on 
the lines of federal organization towards which the country Iiad been 
imperceptibly moving. In their report on constitutional reforms, 
Mr. Montague and Lord Chelmsford, therefore, proposed that the 
Imperial and the provincial sources of revenue should be entirely 
separated, that land revenue which was every where a shared head, 
and irrigation and excise wherever tliey were divided, should be 
provincialized and also receipts from judicial stamps. The income 
tax and receipts from commercial stamps were to be handed over to 
the Government of India to supplement the entirely Imperial sources 
of revenue such as customs, railwey receipts, salt and opium. 

Tliis redistribution of resources was, however, calculated to 
leave a deficit in the Imperial exchequer and it had to be made good 
by contributions out of the corresponding gains made by the pro- 
vincial governments. It was calculated that on the budget figures 
for 1917-18, the Imperial deficit would amount to Rs. 13*63 crores; 
and this amount was to be distributed over the provinces, each 
contributing 87 per cent, of its gross surplus accruing under the 
proposed scheme. This arrangement did not, of course, presume to 
remove the inequalities tliat existed as regards the financial contribu- 
tions and sacrifices tliat Provinces had to make in dififerent propor- 
tions to their revenues. Powers of independent taxation and 
borrowing were likewise to be conferred on the Provinces, to be 
exercised within obvious limits required by the peculiar relations in 
which they stood to the central government. 


35T. Meston eommUtee's Hward i-The scheme proposed 
in the Joint Report was not received with favour ; and on the recom- 
mendation of the Joint Select Committee of Parliament which con- 
sidered the Reform Bill, the Secretary of State appointed the Meston 
Committee to give advice as to the provincial contributions to be 
made to the Imperial exchequer and allied questions. Owing to the 
savings which the Government of India was able to make in its ex- 

exchange, its contemplated deficit 
had been reduced from 13*63 to 6 crores. But the Meston Com- 
mittee increased this amount to about Rs. 10 crores by proposing 
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the provinciali;:ation of the revenue from General Stamps and with 
slight adjustments, it proceeded to discover a formula for distribut- 
ing the amount of this deficit among the Provinces. It sought to fix 
the ‘initial contributions’ which would, in the course of seven years, 
become ‘standard contributions’. 


The Committee could not conceal from itself ‘the disadvantages, 
in ordinary circumstances, of a system of provincial contributions’ 
and anticipated that ‘the Government of India will direct its finan- 
cial policy towards reducing those contributions with reasonable 
rapidity and their ultimate cessation.’ It was provided later that 
disposable revenue surpluses in the central exchequer should be 
used to reduce provincial contributions in a given order in accord- 
ance with fixed ratios, Provinces with larger obligations, of course, 
receiving precedence in this relief. But it could not devise a suitable 
method for redressing the grievance of a province like Madras about 
a proportionately larger portion of the revenues contributed by its 
people, being assigned to the Imperial exchequer. For doing justice 
to Madras, it could not reasonably leave other Provinces to levy 
additional taxation to finance their normal requirements. The 
Committee examined various basic principles suggested for distribut- 
ing the Imperial deficit, such as provincial revenue, population and 
expenditure and hit upon the plan of assessing provincial contribu- 
tions upon the amounts of ‘ additional spending power ’ acquired by 
the Provinces through the redistnbution of their sources of revenue. 
Its recommendations were summed up in the following table 
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358. Provincial Gontribations : — In making its recom- 
mendations, the Financial Relations Committee had to take care to 
see tint no province wtis started on its career of financial autonomy 
with a deficit budget or with the immeditate necessity of additional 
taxation. It had, therefore, to impose a higher contribution upon 
Provinces like Madras, U. P. and the Punjab whose gains were 
comparatively extensi^’e, and thus to give room for dissatisfaction and 
protest. The government and the people of Madras, for instance, 
strongly disapproved the proposal that their province should be made 
to contribute Rs. crores out of the Rs, 5*76 crores wliich was 
the increased spending power secured by it. The initial contribution 
on Madras was to be 35^ per cent, of the total Imperial deficit against 
the 5^ per cent, of Bombay and 6^ per cent, of Bengal. The con- 
tributions of the last two Provinces were smaller obviously because 
their revenue gains under the scheme of financial redistribution 
were smaller. The complaint of Madras was that the unequal and 
the unjust treatment which had been meted out to the province for 
years, was going to be perpetuated. With a population twice as large 
as that of Bombay, Madras had to be content with revenue and ex- 
penditure which were not much larger than those of the western 
Presidency. And under the proposed scheme, the burden imposed 
upon it, was again heavier. Wlule this was the ground of the 
Madras protest, Bombay Imd a grievance of its own. It had 
reference to the proposal of the Meston Committee that the entire 
proceeds of the income-tax collected in Bombay should be transferred 
to the exchequer of the central government. 


The Committee was swayed in its decision to hand over the 
whole of the income-tax receipts in the Bombay Presidency, to the 
Imperial exchequer by various considerations among which the 
chief were the high level of the cost of administration which had 
been attained there, the long strides with which its revenues 
had advanced during recent years and the industrial and com- 
mercial wealth and the enterprise of the people of the Presidency. 

against 

the Committees suggestion. It was contended that the tax on 
incomes was tte only means the Government of Bombay would 
have to top the wealth of the people, that land revenue and 
excise had already reached the limits of productivity and that the 

developme^of the Province ws bound to be seriously retted 
the mcomo^ax was handed over to the central government! St^nJ 
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protests from Madras aiul U. P. poured in on the central government 
and part remission of their contributions and a reconsideration of 
the whole question were demanded. But . the financial position of the 
Government ofindia was too bad to permit any remission; and the rate 
of exchange on which the calculations were originally based, having 
proved unfavourable, the solution of the problem became most difficult. 


Strenuous efforts were made by the Provinces which felt aggri- 
eved by the Meston award, particularly by the governments of 
Madras and Bombay, to secure a substantial reduction of their con- 
tributions and a revision of the whole scheme. The Government of 
India took up the attitude that they would begin to give effect to the 
arrangements proposed by the Meston Committee as soon as there 
was a surplus in the central budget. The resolutions moved in this 
behalf in the Indian legislature by private members, were turned 
down on the above plea and created a division of opinion in the 
Assembly on account of the fact that Bombay was anxious to have 
the whole question reopened and was not interested in the reduc- 
tion of provincial contributions. The Finance Member was in a 
Irnppy position when Pro\nnces did not agree and he played his 
cards skilfully in confronting the legislature, every time he got the 
opportunity to do so, mth the alternatives of the reduction of the 
contributions, lowering of the rate of the salt duty and the abolition 
of the cotton excise. The reduction of the rate of exchange to 1 6d. 
wliich increased the central government's expenditure on payments 
in England, was added to the Ust of excuses to put off relief to the 
Provinces, later on. The budget for 1924-25 was calculated to 
yield a surplus of Rs. 3'36 crores and ths Finance Member proposed 
to devote Rs. 1-82 crores to the reduction of the salt duty from 
Rs. 24 to Rs. 2 per maund and Rs. 1-5 crores to the reduction of 
provincial contributions. But the Legislative Assembly x^uld have 

no compromise on the question of the salt duty in spite of the bmt 

of the relief to the Provinces ; and Lord Reading had to “^ify ^ 
Finance Bill in the minimum form which, he felt, the responsibi i y 
vested in him dictated. The salt tax was thus reduced to Rs. 1 i 
and the reducUon of Provincial contributions was “ 

the financial position steadily improved and the rate of excliang 
was raised, it became practicable to reduce the contributions and m 

the end to forego them altogether. 

359. Public Debt We shall now give a brief account 

the PubUc Debt of India. At the outset, we have to emphasise one 
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peculiarity of the Indian debt viz. tliat its burden was slight in pre- 
war years and was almost negligible till it was increased by India’s 
war contribution of Rs. 1 50 crores to the Imperial government and 
by recurring war-time deficits. While the public debts of European 
countries ran into millions of pounds, chiefly owing to wars, the 
bulk of the Indian debt, it should be noted, was mainly contracted 
for productive purposes. It must not, however, be forgotten that in 
the past we have paid off our unproductive debt out of revenue at 
great sacrifice. India has had her dead-weight debt incurred for wars 
military expeditions beyond the frontier, warlike preparations and for 
meeting famine expenditure and deficits. But whenever there were 
surpluses they were systematically used for reducing the public debt, 
which means that the Indian tax-payers have had their burden of 
debt paid out of tax-money. 

In the time of the East India Company, poLitlcid and commer- 
cial functions of the State were mixed up together. The continued 
wars which the Company had to undertake, went on adding debt to 
debt steadily from year to year though a part of the deficit was 
supplied from the commercial profits of the Company. The British 
acquisition of India cost England nothing and was secured out of 
Indian resources ; and the cost of the conquest was the main 
cause of the growing public debt. The total ‘territorial’ debt of 
India in 1792 was £ 7 millions and increased to £ 30 millions in 
1 829, to more than £51 millions by the middle of the 19th cen- 
tury, and to £ 69y millions in 1858. The Mutiny made huge 
additions to the public debt, and it went up to about £ 129 millions 

in 1876. I he debt stood as follows during the subsequent years; 

1 

India's Public Debt. 
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The 'ordinary' or unproductive debt was gradually reduced and 
the productive and unproductive debts arc distinguished in the 
following table : — 

II 


Ordinary and Productive Debt. 



Ordinary. 

Prciluctive (Mill £,) 

1 

Total 

3l8t March. 

Mill. £ 

Railways. 

Irrigatiou. 

Total. 

1 

' Mill. £. 

1888 

73-0 

59-2 

17 3 

57-65 

149 5 

1893 


61-0 

19-3 

1103 ; 

175-3 

1898 


1060 

21-7 

127-7 

197-7 

1903 

591 

128- 1 

24-8 

159-2 


1908 

37-4 

117-7 

29-9 

207-6 


1913 

25-0 

211-8 

37-5 

1 

249-3 

274-3 


Unremunerative debt slirank in 20 years from being ^ to Vt of 
the total volume of outstanding loans. The reduction reflects ap- 
proximately the extent to which current revenues have been devoted 
to capital expenditure. There was a sort of sinking fund arrange- 
ment by which to reduce the unproductive debt, while for the redemp- 
tion of the productive debt, provision was made for annuities &c. 
in the railway expenditure. Interest cluirges debited to railways, 
contained iteins of this description, so that the true or gross profits 
from the railways were higher than those shown in the accounts, n 
any year in wliich, owing to the use of surplus revenue or deposits 
for the construction of public works, the capital expenditure o t le 
year exceeded the amount of debt incurred in the year, the effect o( 
tliis system of classification (Ordinary and Productive Debt) was to 
cause a decrease to be shown in the amount of the ordinary debt. 

The Permanent Public Debt in India and England, was 
distributed during war-years, among the different forms as follows;— 

MilHoDS of £. 


1 



1 

Total 

Qraad total. 

1 

Slat Marob. 

Ordioary. 

Railways. 

Irrigation. | 

1 

1 t 

1 4 

Railway and 
Irrigation. 

1913 

1914 

1915 

1916 

1917 

1918 

1919 

25-0 

12-8 

2-2 

2-0 

n-7 

f.7-2 

l?0 

211-8 

222-0 

233- 2 

234- 4 

235- 7 
239-1 
243-7 

37-6 

36-4 

41- 1 

42- 4 

43- 3 

44- 0 

44-5 

249-4 

261-3 

274-3 

;76-8 

279-0 

283-1 

288-2 

1 

1 274-4 

1 274-2 

1 276-5 

i 278-8 
28.-7 
350-3 
335-2 
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Government raises, for its capital programme, rupee loans in 
India and sterling loans in England, and for purposes of railways, 
the latter were found necessary as sufficient amounts could not be 
raised in this country. While exchange was unstrble, sterling bor- 
rowings entailed a heavy charge ; that difficulty was later on removed. 
It was, of course, still desirable to raise as much capital in India 
as possible. Construction and maintenance of railways required, 
according to the high standard laid down, large amounts which 
could not be secured in this cuntry, and the amount of interest that 
had to be paid to England, increased year after year. The War 
Loans were, of course, e.Ktmordinary debt and though their success 
was gratifying so far as it went, the total obtained by government 
out of the Rs. 1 50 crores of the war-gift, showed the poverty of the 
country compared wth the abundant wealth of other nations. The 
success of recent loans l\as, however, been gratifying, and indicates 
that all the aipital required by government is capable of being 
raised in this country. 

360. War Loans : — ^The fact that the response of the people 
to the appeal from government for the first War Loan, exceeded all 
expectations and reached ,£36 million, taught the lesson that if her 
resources, limited as they are, are properly tapped, India is capable 
of yielding large amounts as a contribution to the Public Debt. The 
War undoubtedly brought copious funds into the hands of several 
persons, and such abundance of loanable capital will not be a feature 
of peaceful times. Special appeals made to the patriotism and the 
pockets of the people at th»\t time can not likewise be repeated. 
But it is hoped that Indian people will be able in future to satisfy 
the annual capital needs of government and that it need not look to 
London for loans. This will be an eminently desirable develop- 
ment as it will save a steadily increasing amount of money from 
going out of the country, in the form of interest to outside investors, 
and will stimulate saving and investment by the people in India. 
The Cash Certificates carrying a good rate of interest and eucashable 
at any time, were issued through the Post Office and were a novel 
feature of the war loan of 1 91 7. 

It was realized that the existing system of attractiug pubUc 
cpntributions to the national debt was capable of improvement 
as regards simplicity and convenience. The usual formalities were. 
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therefore, reduced and people were induced to invest in the war 

loans through the Post Office and there were also long and short 

time securities offered. The amounts obtained in 1917 were as 
follows : — 


Main Loan 
Postal Section 


Million 

26-6 

2-9 


Cash Oertifioates 


Total 


29-5 

6-6 


Grand Total ... 3 fi l 

The loan was distributed as under: — 

Mill.X 

5 (.er cent, long term Loan of 1919—47 ... R-3 

5* per oont. 3-years War Bonds ... ... J3-2 

5i per cent. 5-years War Bonds ... ... 8 0 

Total ... 29-5 


The experiment of 1 91 7 ha\ing proved encouraging, it was 
decided to repeat it in 1918 and it was arranged that the money rais- 
ed by means of the w'ar loans should be paid over to His Majesty’s 
government as part redemption of the war contribution of M 100 
million made by India, of which a third had been already paid off. 
The loans had the welcome effect of placing at the disposal of the 
Government of India sufficient funds to make disbursements for His 
Majesty’s government. In 1918-19 the receipts from the main 
section of the loan amounted to Rs. 51^ crores, government having 
offered 7 and 10 years Bonds at 5^ per cent, free of income tax, in 
addition to 3 and 5 years War Bonds. The receipts from the 
Post Office section exceeded crores. The offer of a 5 per 
cent, income-tax-free loan without limit of amount and repay- 
able in 1945-55, gave the government in 1919-20, 21^ crores of 
rupees, of which Rs. 6I4 lakhs were received through the Post Office. 
The special propaganda associated with the previous two war loans 
was not repeated this time and therefore the public response was 
particularly encouraging. The rupee loan raised in 1922, )delded to 
government Rs. 45 crores, a significant result in view of the fact 
that no special effort was made to popularise it. During the post- 
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war years, annual loans have been on a large scale and have been 
used partly to pay off the war bonds which were accepted as 
subscription to the new loans. Money conditions being easy, the 
rate of interest was successively lowered from 6 to 4^ per cent, and 
was bound to go down further. Prices of government securities also 
steadily rose. But during the last two or three years this position 
lias shown occasional deterioration, attributed to political unrest in 
India, high money-rates abroad, unfavourable foreign exchange and 
our large capital commitments.* The market price of the 3^ per 
cent, loan, for instance, which had risen from 58 to 77 rupees between 
1923 and 1927, declined to Rs. 76, Rs. 72 and 64 in the three 
successive years. Similar decline took place in other securities! 
rupee and sterling. 

The Government of India used to raise temporary loans long 
ago by issuing treasury bills ; but their place was later taken up by 
the special reserves which were drawn upon in cases of need. But 
the drain on the Indian government’s resources caused by heavy war 
payments for His Majesty's government and the Secretary of State's 
Council bills, led it in the middle of October, 1917, to introduce a 
new experiment viz. the issue of short term Treasury Bills which 
could be taken at option for periods of 6, 9, or 12 months. Three 
months' bills also were issued later on and by the end of the year 
1 917-1 8, about £> 30 million was obtained in this way. The Treasury 
bills issued to the public have recently reached large totals, and 
though this species of floating liability of government is not a very 
desirable feature of public finance, it indicates the direction of recent 
developments in this country. The revised estimate for 1929-30 
showed an increase in the amount of bills from 4 to 24 crores, 
including 9 crores of increased treasury balance. The reader is 
already familiar with the nature and the amount of treasury bills 
issued to the Currency Reserve. 


3bl. PosUWar Position During the war-period and 
the post-war era of deficits, the unproductive public debt of India 



1 ? Georg© Schuster*© budget ipeeoh, 1920, for aa explanation of tha 

whole debt suuaiion. It is 85gnl6oant that a 6 per cent sterUna loan in S 


« • 
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expanded by leaps and bounds. Deficits have latterly ceased and 
additions have been made only to the productive debt. The 
responsibility of the central and provincial governments with respect 
to debt is now clearly distinguished as funds are borrowed on their 
respective accounts. The later position in regard to tlie national 
debt is reflected in the following statements: 


I 

Total debt of the Government of India and distribution thereof. 

( In lakhs of rupees. ) 



3l8t 

March 

1914 

31st 

March 

1918 

diet 

March 

1922 

31st 

March 

1925 

3l8t 

March 

192T 

Funded debt in India : — 






Rupee Loans. 


2.01,83 

3,05,15 

3,70,38 

3.74,50 

Treasury Bills in the bands 
of the publio. 

1 

43,57 

53,97 

» 1 ♦ 

• •• 

Treasury Bills in the Paper 
Currency Reserve. 

% • • 

• • • 

57,87 

49,65 

41,47 

funded debt in India. 

1.45.69 

2,45,40 

4,16,99 

4,20,03 

4,15,97 

In EDgland, at Rs.l5 and at 
Is. 6d. rate for last year:- 






Sterling Loans. 

2,65,60 

2,59.35 

2,77,37 

1 3,95,33 

3,53,44 

Unpaid balance of India’s 
War oontribution. 


96,09 

30,30 

28.20 

23,75 

Capital value of liabilities 
undergoing redemption 
through terminable 
annuities. 

1,05.90 

l.( 5,90 

93.37 

88,05 

1 

1 

74,91 

1 

1 

Total Funded debt in 
England. 

8.6 S60 

3.55.44 

3,07,67 

4,23.53 

4.52,10 

Unfunded debt in England. 




34 

34 

1 
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I— Total defat of the Government of India. — { Continued ), 

( In lakhs of rupees ). 



Slat 

Maroh 

1914 

31st 

March 

1918 

3lst 

March 

im 

3l8t 

Maroh 

1925 

31et 

Maroh 

1927 

Unfunded debt in India : — 

Poll office Savings Banks. ! 

1 

1 

2M7 

16.54 

22,26 

2\85 

i 29.49 

Post office cash cerii- 
fioetes. 

eee 

1 8,88 

4.04 

13,12 

26,68 

Balance of Provident and 
allied funds. 

10.93 

1 

19,06 

32,99 

42,55 

60,74 

Total unfunded debt. 

34.10 

1 

44.55 

59.89 1 

1 

81.32 

1,07,4 

Total debt 

S.51,29 

7,45.62 


10.13,13 i 

B 


IC — Distribution ( In lakhs of rupees. ) 


• 

Slat 

Maroh 

1914 

3l9t 

Maroh 

1922 

Slat 

Maroh 

1922 

Slat 

Maroh 

1925 

Slat 

Maroh 

1927 

Productive Debt 

Railweye. 

4,38,61 

4,58,74 

5,19,99 

5,94,15 

6,85,89 

Telegraph. 

11.31 

312,2-1 

15.24 1 

18,20 

13,25 

Irrigation. 

2,77 

3,40 

3.51 1 

3,43 

3,43 

Visagaptam Harbour. 

• •• 

• •• 
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Total Productive Debt. 

4.27,72 

4.74,07 

5.38.64 1 

6.15.07 

6,53,52 

Unptoduoilve Debt of 
Central Goyernment. 

26.58 

1.94.07 

2.61,47 

2,90.59 

2.02.59 

Incurred on behalf of Pro* 

' vinoial Qoyemmenti. 

71,99 

77,05 

77.88 

1,06,67 

1.19.41 

Total 

5.51,29 

7,48.62 


10,13.13 

9,76.52 

1 


■ In comparing the figures given 

in the above tables it should be borne in mind that the rate of con- 

Its 
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verting into rupees now adopted e.g. for 1927 is 18d. whereas, for 
the previous years, it was I6d. The recent position will be clear 
from the figures in the last column of the tables. While our Finance 
Ministers used surpluses to reduce the unproductive debt, small 
though it was, the late Mr. Gokhale contended, year after year, that 
they should have been mainly devoted to the financing of schemes of 
social reform. Persistent surpluses, he urged, were funds taken out 
of the pockets of the taxpayers and must either be returned to them 
through remission of taxation or, much better, be devoted to the 
spread of education, improvement of sanitation and so on. During 
war*time and up to 1924, there were no surpluses but deficits 
which added to our small unproductive debt; and it was likewise 
increased by India's war contribution of Rs. 150 crores. The bud- 
get was balanced in 1924 but the surpluses that ensued after this, 
had to be devoted chiefly to the reduction of provincial contributiooa. 
Before the war, our surpluses were regularly used to reduce the 
unproductive debt small as it was. The following long extract 
from one of Mr. Gokhale’s speeches in the Viceroys' Council, gives a 
lucid exposition of the per-war Public Debt position in India and of 
his views in that connection : — 

“Sir, what is the amount of oar debt? Oar total debt is made np of 
various component factors. There is the permanent or funded debt. There 
is the temporary or unfunded debt. And there are various funds with the 
Government, such as saving banks deposits, service funds, special loans, 
judicial deposits in courts and so forth. Against this the Government have 
their Railways and Irrigation works, their loans and advances to local 
bodies. Native States and cultivators, and their cash balances. Deducting 
these latter from the total debt, what remains is the true ordinary or un- 
productive debt. Now taking the figures for 1907-08 and bringing them 
up to date, we find that in 1907-08 the permanent debt in India was 88*55 
millions; ie permanent debt in England was 156*68 millions, or, in the two 
countries together 245 millions. That was the funded, permanent debt, 
that year. The unfunded debt in that year was only 1 million. Then about 
20 millions represented special loans, service funds, saving banks deposits, 
departmental and judicial deposits and miscellaneous obligations of the 
Government, or toUl Habilities of 266*28 mUUons or 400 crores of the Uabi- 
lities of Government. As against this the Government of India had in that 
year 177*7 millions invested in Railways and 29*8 in Irrigation works or 
a total of 207*57 millions under the two heads together. The Railway debt 
was earning about 6 per cent., the Irrigation debt about 7 per cent. There- 
fore, it was really no debt at all in the sense in which the term debt is 
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ottd. That accounted for 207 out of 266 milUons. The loans and- adva^ 
e«8 by Oovemment to various Local Bodies, Native States and. c^^J^tora 
amounted-in that year to 13 millions, and the cash balances were 18-6 mil- 
lions. Thus 239 mUUoDs out of 267-28 milUons represented the investment 
and cash balances of the Government, leaving only about 27 miUions of 
real unproductive debt ^or the country. This was in 1907-8. Since then 
the position has undergone some deterioration. Of course, there has been 
additional borrowing for Railways and Irrigation, hut we need not take 
that into account since Railways and Irrigation investments are earning o 
and 7 per cent, interest respectively. But there was a deficit in 1908—09 
of 3*74 millioDB. In 1909-10 there was a surplus of 6*1 millions and this 
year excluding tho opium surplus of 3 millions, there is still a surplus of -49 
or ^ miUion. The position therefore during the last 3 years has undergone 
a deterioration by about 2'64 millions and we must add that to the figure 
for 1907-08 to find the total unproductive debt at the present moment. 
Thii comes to 29-7 miUioos. Or if the Finance Ministor will prefer it, I 
am prepared to take the funded unproductive debt, as it appears in our 
accounts, which is 37 millions. That means making a present of abont 7 mil- 
lions to the Hon’ble Member but I will take 37 milUons for the purposes of 
my argument. Now, Sir, what is a total unproductive debt of 37 millions 
for a vast country like India ? What is such a debt compared with the 
huge debts of other countries ? And ie the reduction of this trifling debt 
a matter of such paramount importance that everything the Finance Depart- 
ment can lay hands on should be deyoted to this reduction to the practical 
exclusion of all other useful objects, as has been done, during the lost 10 
or 12 years? Sir, my protest against this policy of the Government has 
been a long-standing one. Year after year, for the last 10 years, I have 
been rsising my voice in tho Council against this policy, but so far without 
much effect. How does our unproductive debt compare ^vith that of other 
countries ? In England at the present moment, you have a national debt of 
over 700 millions, corresponding to our unpruductive debt. In France it is 
over a thousand millions. In several other countries it is four to five 
hundred millions. Even in an Eastern country like Ohina it is 100 
millions, though the annual revenue is much smaller than ours. The Hon^ble 
Member speaks of the necessity of strengthening our credit. If we look at 
the rates of interest at which different countries borrow, it will be found 
that our credit is exceedingly good.”' 

It was plausibly contended on the other side that a surplus could 
not be put to a better use than to the reduction of unproductive debt 
ft^d that a similar practice and also a sinking fund arrangement 
existed in Great Britain for extinguishing public debt. Whnt really 


1 flee Ookhale aod Ecooumic Reforms, pages 219-222. 
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happened in India during the first decade of this ^century ^was.that 
surpluses persist^ in occurriog year after year, averaging about Rs. 4 
crores a year. This was due partly to underestimation of revenue and 
overestimation of expenditure and partly to the existing high level of 
taxation — an effect of the new currency policy inaugurated in 1 899. 
The surplus revenue ought, therefore, to have been spent on me- 
asures of social reform rather than in reducing the public debt. It 
has been pointed out above that India’s unproductive debt increased 
by the addition of £■ 100 million, on account of India s war contribu- 
tion to Great Britain and annual deficits which harrassedthe nation- 
al exchequer for years after the close] of the war. Sinking fund 
arrangements had been made in connection with a part of the 
old debt. It must be remembered that against these liabilities 
government had enough assests and it was only the war and post- 
war debts that were a dead weight burden. The enormous borrowings 
of the past few years have changed the whole aspect and the 
problem of maintaining India’s credit abroad and of securing 
loans on reasonable terms, has caused some anxiety. While the 
political and the economic conditions were most unfavourable, gov- 
ernment had to borrow heavily in 1929 and in 1930 to meet out- 
standing liabilities and to provide funds for the purchase of 
Railways. The rupee loan of 1929 yielded Rs, 35^ crores, of which 
22^ crores represented conv'ersion of bonds maturiug from 1930 to 
1932. In 1930, a rupee loan of Rs. 23^ crores was required, of 
which only Rs. crores would be new money. 

It will be seen tliat some provision has always been made by 
government for the reduction and avoidance of debt; but it was felt 
that the heavy post-war liabilities of the State required “a regular 
programme based on stable and well-considered principles not 
subject to haphazard changes”, in that respect. Depreciation funds 
had been already started in connection with the 5 per cent, loans; 
and the Finance Member discussed the whole question of debt 
redemption in his speech introducing the Financial Statement for 
1924-25. "In December, 1924, Government announced a com- 
prehensive scheme for next five years, which provided that there 
should be charged against the revenues of India each year for 
the purpose of making provision for the reduction or avoidance 
of debt, C'7) a sum of 4 crores and (b) such additional sum as 
is equal to one-eightieth of any excess shown in the total of the 



BORROWING AND REDEMPTION 


969 

debt outstanding on the 31st March of the preceding year over 
the total outstanding on the 31 9t March, 1925. The totals taken 
for this purpose exclude Treasur}' bills in the Paper Currency 
Reserve, discount on loans for which separate provision is made 
annually and advances to Provincial Governments other than 
those representing pre-Reform Irrigation Debt/'* In accordance with 
this scheme, the amount of revenue devoted to^the reduction of debt 
was Rs. 4-7 croresin 1925-26, 4-8 crores in 1926-27 and Rs. 4.9 
crores in 1927-28. The amounts for the next three years were 
Rs. 5*42, 5*73 and 6*00 crores ( budget ). These sums are carried 
to a redemption fund or if conditions are favourable are used in 
purchasing securities. There have now been instituted, as pointed 
out in a previous section, Depreciation and Reserve Funds in 
connection with the Railways, and the closing balances of these are 
estimated to be 1 7*2 crores and 17*90 crores respectively at the 
end of 1930-31. 


363. Borrowing and Redemption:— In his very firstbudget 
speech, Sir George Schuster felt called upon to explain Government's 
policy regarding the public debt of India and provision for its 
redemption. Public opinion always disapproved foreign borrowing, 
as It meant an unnecessary drain of national resources and his 
prederessor also had advocated the policy that government finance 
should be ba^d as far as possible on attracting rupee capital in 
India. The Finance Member accepted this principle, but pleaded 
that sterling borrowing may be indispensable in certain circumstan- 
ces, particularly at a time when money was not forthcoming in this 
country and that there was nothing essentially wrong in taking loans 

mth “ absolutely necessary and can be done 

wthout disadvantage. He further stated that sterUng loans had not 

tite“a«rt“ 'atge and that they were more than covered by produc- 

alht oTv ^ “““rate idL of the 

<lebt position, he modified the form in which his predecessor uL to 

tetendcTr h’*'* TheUifiS:mel: 

j j show how the unproductive debt was beins 
Steadily reduced and how the bulk of the nnWiV rtW,*™.** ' 


1 Report oi the OentrolUr of the Ourr.noy tot WM-J 5 . 
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Statement Showing the interest-bearing obligations of the 
Government of Indian outstanding at the close 
of each financial year. 


Slat 

March 

1993 


3l8t 

llarol 

1921 


3l3t 

31st ' 

Slat 

3l8t , 

31at 

Marob , 

Marob 

Marob 

March i 

Msro 

1925 1 

1926 

1927 ; 

1928 1 

1929 


In Indta : 

Lease (a) 

Treasury Bills io 
the handu of the 
public. 

'Treasury Bills is 
the Paper Curren- 
ey Beeerre. 

Other ObligatioDS- 
' Post Office 8st- 
iogs Banka. 

Cash Certificates. 

ProTident Funds, 
ate. 


' In 1 Crores of rupees). 

339-83 358-81 370-37 3f8*28 374*44 37i*25 390*61 


21-59 


23*20 

3-13 


2 ' 1 > 


49-65 49 65 


24-79 

8-42 


36-17 39-00 


Depreciation and 
Reserve Funds. 

•ee 


Provincial Balan* 
eee (5). 

2-86 

4-i7 

Total Loans, eto. , 

411-07 

410-58 

Total other obliga- 
tions. 

65-36 

76-38 

Total in India, 

476-43 

586-96 

in England: 

Loans (a). 

1 222-92 

1 

1 

244-53 


49-65 

49-65 

1 

j 

41 47 

25-64 1 

I 

i 

27-23 ' 

1 

1 

29*51 

13-12 < 

1 

20 96 

26 68 

1 

42-39 

, 46-36 

51*02 

9-01 

: 15*45 

20-10 

4-83 

11-87 

1 

10-49 

420*03 

417*94 

1 415-91 

95-06 

121*87 

137-80 

515-09 

539-11 

553*71 

(In 

millions 

of £). 

(c) 

(d) 


263-09 

266-35 

265*09 


7-59 6*15 

31-94 39-15 

32*67 34-74 

30-70 32-30 

55-82 60-42 

e 

25-48 31*85 


10-48 


8-09 


(a) These figures represent tbe nominal amouuw 

and also include comparatively small amounts of expired loans which 

do not bear interest. .... 

lb) These figures represent those portion, of 

bear interest either because they form part of the old 

Food or the present Famine Belief Fund or because they have been 

placed with the Government of India on fixed deposit. 

(0) Inoludes the liabiUty assumed by the Secretary of 8*®*® ^ 

Indian Railway Debenture stock, aggregating £ 814 ’ 

termination of the contract with that Railway on the 1st Janua^ 
1925. It, therefore, does not represent any increase in the foreign 

indebtedness of the country as a whole. 

(d) Ineludei 27-07 erorei on aoocunt of the Heblllty referred to lo (o) above. 
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31st 

March 

1923 

1 

! 

1 31st 
March 
1924 

3Ut 

March 

1925 

k 

i 3ist 

1 March 
1296 

31st 
March 
; 1927 

Slat 

March 

1928 

3Ut 

March 

1929 

War ooDtribution 

1 

i 19*71 

19*27 

18*81 

mm 

1 17*81 

17*28 

16*72 

Capitial value of 
liabilities under* 
going redempation 
by Way of termin- 
able railway an* 
anities. 

61*31 

60-10 

58*84 

1 

5753 

1 

56*10 

54*79 

53*35 

Prorldont P^mda. 








«to. 

•04 

13 

•16 

*21 

■27 

*19 

■42 

Total in England. 

303-98 

320*03 

1 348*20 

342*41 

339*36 

344*58 

352*54 

£qulvalentatlB.6d. 

to the Rupee. 


(In 

432*04 

Croses 

454‘9S 

of 

456*55 

rnpees). 

452-48 

456-44 

470-05 

Total iutereit be* 
ariog obUgationa. 

881-74 

9'9‘00 

970*02 

996*36 


1,026*37 

1,074 16 

Prodaetlve assete 
held agalait the 
aboTe obligations. 




1 



e 

... adranoed 


1 

(«) 

578*05 

(/) 

605*61 




(i) Railways. 

517*22 

537*02 

635*46 

668*60 

698*60 

00 Other Commer* 



1 




oialdepartmeots 

19-43 

20*07 

22*00 

17*77 

19*16 

20*60 

21*75 

(til) ProTinoes. 

87*49 

97*56 ) 

106*43 

114-60 

120*17 

126 34 

136*95 

(!▼) Indian State and 
other interest 
bearing loans. 

Total Prodaotive 
Assets. 

Cash, boUion and 
securities held sn 
Treasury aoconnt, 

B^anoe of total 
obligation! not 

by ftboTA 

' assets* 

/^\ a 

8*90 

8*93 

10*16 

11-84 

1211 

23*91 

15-48 

633-04 

663-58 

716*64 

749*82 


829*45 

872*78 

!44*80 

60-47 

57-35 

51*96 

37*48 

M 

s 

3-570 

203*90 

201*95 

196-03 

194*58 

181-81 

172 66 

170-86 


Q IP Rrn.r 1 ^ ^ Seoretar, of StaU for th. 

nation of the ooutraot with thrSaiV*"* ^ * “»»<>“■. on the tanni- 
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The Finance Member felt tliat proper provision was not being 
made for the pa5'ment out of revenue, of interest, accruing on Post- 
al cash certificates, and that liability in that behalf had been 
accumulating. He, therefore, thought that each yesa pronsion 
should be made for a sum equivalent to a fair rate of interest on 
the money government had at its disposal as proceeds of the 
sale of the certificates and that arranagements should be made to 
provide for the “accrued liability which is made up of the amount by 
which the sum paid in the past by way of bonus have fallen short 
of the interest which was really accruing during that period”. It was, 
however, proposed that this obligation should be considered to- 
gether with the general obligation of government to make provision 
for the writing off of their total debt. The considaration of this 
question and that of the scheme for the reduction or avoidance of 
debt had to be hung up in view of the general revision of the 
central government’s finances and their relations to the finances 
of the Provincial governments which was expected as a result of 
the recommendations in connection with the forthcoming constitu. 
tional developments. There was also another question involved 
here viz. that of the adequacy of the Railway contribution to ^e 
general revenues of government. Sir George argued that according 
to the accepted convention, government receive, in addition to the 
refund of the actual interest which they have themselves to pay 
on loans raised for Railway purposes, a contribution which “may be 
regarded as a percentage on the capital advanced to the Radways” 

and represents the distribution of even less than li per cent, on 
to the government debt which forms the basis of the present provision 
for the reduction or avoidance of debt. In fact, the one balanced the 
other, and government get no profit from the Railways but 
'apply practically all that, they receive, apart from the refund of 
their'own interest payments, for the amortisation of their capital" 
‘The result of this is that when the Railway contribution falls below 
a certain figure, the government, if they made up their accounts 
on a profit and loss basis, would actually show a net loss on the 
year. This throws very valuable light upon the nations debt 
system and on Railway finance, and shows how the whole posiUon 
is unsatisfatory. The Finance Member proposed that the two 
conventions viz. about debt redemption and the RaUway contri- 
bution should be reviewed together. 
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369. Federal Finance la whatever manner the financial 

and the constitutional relations between the central and the proidn- 

cial governments in India may have developed, it is undisputed that 

the national finance of this country can only be federal in character. 

Autonomous provinces and a strong central authority entrusted 

with functions calculated to enable it to maintain the unified 

existence of the whole nation, provide the only basis for a beneficent 

constitution for India; and the Indian States have to be assigpied their 

proper place in the organization so that their economic interests 

may be properly looked after. In the national financial adjustments 

of the near future, the States will have to be given their due share 

in the taxes of all-India application. (1) The federal principle 

being once admitted to be the basis of financial relations as pointed 

out above, the next question refers (2) to the distribution of 

resources as between the central and the provincial governments. 

Here the examples of foreign federal constitutions will prove a 

useful suggestive guide, but none of them can and need be faithfully 

copied. We can not write on a clean slate in this matter, and the 

financial evolution of the past few generations can not be ignored. 

(3) The national functions of the federal, central government are 

clear and adequate resources have to be provided for their efficient 

discharge. (4) The resources to be allowed to the provinces must 

be of an elastic and growing nature as they have to be utilized for 

progressive social and economic development. (5) It is an erroneous 

idea which underlies the existing financial arrangements viz, that the 

resources of the central and provincial governments must be 

absolutely cut ofif from one another. Too much anxiety to free the 

provinces from the control and interference of the Government of 

India has led to this clean cut ; and responsible government in the 

provinces with an unresponsible administration in the central govern- 

ment, ha. likewise tended to stimulate provincial at the coat of 
national patriotism. 


with thl ? ® reasonable proposal that the income ta*. 

s 1st « 

the centol government must be considered alonff with “ 
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have to be considered separately, and justice will have to be done 
to all. (8) No one guiding principle such as the size of population, 
present income and expenditure of the government, the taxable 
capacity of the people, the peculiar position of a province in the 
federation, geographical, political or economic, can be adopted for 
the allotment of provincial revenues — all of these will liave to be 
taken into account and given proper weight. (9) Similarly, con- 
tributions, grants and subventions must not be ruled out altogether, 
and they will be a serviceable device for adjusting, balancing and 
rounding off resources. (10) Perfect equality as between provinces 
with respect to their revenues and expenses is not to be thought of. 
A fair treatment is all that can be and ought to be attempted. (1 1) 
After this is done, each pro\’ince should be left to carve out its 
own future with the resources it has and can develop. (12) Death 
duties and inheritance taxes, when they ^ill come, will have to be 
considered on the above principles.’ 
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1 For a good di.oussion of this fubjeot, read the 

Enquiry Committee, Pramathanath Banerjea’e “ Provinoia 

aod K. T. Shah’s •' Federal Finanoe i* India. '* 


Taxation 
to India ’* 



CHAPTER XX. 


PRICES AND CONSUMPTION. 


365. Consumption and Prices : — Consumption of wealth 
is the sole ultimate urge to its production. But this subject was 
long neglected by economists under the impression that it does not 
involve any scientific principles or laws. Mt has now been realised, 
however, that methods of consumption have an important bearing 
on individual and social economic activities and on communal 
well-being ; and the subject has consequently begun to figure among 
topics discussed in economic text-books. Consumption is not 
the physical or technical acts of using wealth and thus deriving from 
them the satisfaction of wants. It refers to the employment of in- 
come so as to secure from it the maximum of satisfaction with the 
minimum of expenditure. In a preceding chapter’ we have indicated 
the intimate relation subsisting in India between changing methods 
of consumption and industrial and trade development and also the 
importance and possibilities of saving. We shall deal with the 
problem in some detail here. But before attacking it directly, it 
will be convenient to deal with the question of prices. After all, the 
standard of living and family budgets are powerfully affected by 
^e use that can be made of incomes, particularly money incomes. 

e relation between real and money wages has been already 
shown m our chapter on workmen and wages. The purchasing 
power of money and the prices of necessaries of life thus cons- 

economic life and welfare. It 

unless prices aorthe^qLXTnJ tte ' object^ “n 

sumpt.cn those days are properly talen fnto acornt> fhese' 


‘“O f 

* 886 pages 24S-246. 
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considerations are sufficient to show the importance of the study of 
the subjects discussed in this chapter. 

When we estimate the comparative utility of an object there 
emerges .the idea of its value. The value of one object may 
be expressed in terms of other objects when the comparative 
estimates of their desirableness are stated. Not only are there 
several theories in Economics in connection with the causes of 
value wth which we are not here concerned but there are 
thinkers like Cassel‘ who would eschew all discussion of 
value altogether as superfluous and restrict themselevs to prices. 
What is to be noted is that when value is expressed in terms of 
money) it is called price, and as barter has disappeared in all civil- 
ized countries, the question of prices lias assumed considerable im- 
portance. What is the nature of prices and to what extent they arc 
governed by cost of production and by the relation of demand for 
and supply of goods, need not be here considered. But it is neces- 
sary to understand that money is itself a commodity and as values 
are expressed in terms of money, its own value is an important 
economic factor. 


The rise or fall of the prices of different commodities ma> be 
due to different causes. When the supply of a commodity exceeds 
the demand for it, sellers have to be content with a smaller price 
the purchaser may be willing to give. The reverse will happen if 
the demand exceeds the supply. What wdl be the degree o 
the rise or fall, will be determined by the keenness of the 
demiind and the ability of the supply to wait for a turn of the 
market. Much depends upon the conditions under which ‘h® sup- 
ply is produced, the time required to increase it, the substitutes 
with which the consumer is likely to be satisfied, and so forth^ An 
article may be imported from abroad or produced loadly and the 
extent of the market for it, will determine its price. Pri^s of st^l, 
sugar, food grains and silver will thus fluctuate according to dif- 
ferent conditions. , 

Price is, therefore, an illustration of the law of ^am and 
supplv- There can not be a general rise or fall of vaht , 
phenomenon can take place in the case of prices. Value 
and involves a comparison between the desirableness of objects 


1 Sozialokonomic, 
i Mardball : J^rinciplcf^ 
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from the individual and the social view point. Money is a co 
measure of value like the foot or seer; but while the measuring capa- 
city of these is fixed, if owing to a change in demand for or supply 
of money, its value changes, the alteration must be reflected in a 
general alteration in the prices of all commodities. Prices of different 
commodities are indeed always rising or falling in different degrees ; 
and the changes may be accounted for on the ground of deficiency 
or excess of supply or of demand. If, however, the foot measure, 
for instance, were to be changed, the dimension of all objects will 
change. And a more or less uniform rise or fall of prices can not be 
explained by reference to a cause that affects a particular object ; 
and we must look for an explanation of the phenomenon in change 
of the supply of the common measure of value viz. money. 

3 € 9 C>. Quantity Theory of Money: — A rise of prices means 
depreciation of money. When prices go up, the purchasing power 
of money goes down. In fact, the rise of prices and deprecia- 
tion of money are two aspects of the same phenomenon. The fact 
that prices go down, means that a smaller quantity of money is 
sufficient to buy a stated commodity, and there is appreciation of 
money. With increasing supply of the instruments of exchange, 
their marginal utility declines ; and it increases with deficiency of 
supply. The general law of value thus applies here also. It is on this 
relation between prices and the quantity of money in circulation 
that the “quantity theory of money" is based. The quantity of money 
includes paper as well as metallic money and other means of payment, 
b^use credit very largely expands that quantity ; and the velocity 
with which money moves from hand to hand in exchange transac- 
Uons, practi^ly adds to the quantity. If the increase in quantity 
18 a^mpanied by corresponding increase in the volume of goods 
Mc^nged, the price relation will remain unaltered. Taken 
Withite hmitations, the quantity theory of money is perfectly 
sound and satisfactorily explains the general rise of or fall in prices 
If the number of coins or the media of exchange (including bank 
dopes, te which are subject to withdrawal by means of chequL 1 t 

tlTte too “““ “““odities for which 

decreases or the quantity of goods to ho at il^ of money 

tbe circulation of mono/ remains uncl^nged ® 



978 


PRICES AND CONSUMPTION 


We shall not here deal further with the elementary considera- 
tions relating to factors which govern the fluctuation of prices in 
general and with the nature of customary and monopoly prices. 
I he question of prices in India, as elsewhere, is mainly a question 
of the operation of the law of demand and supply; and evi- 
dence for this is to be found in the rise of the level of prices of 
food grains and the comparative cheapness of articles of luxury like 
refined sugar, in times of famine and scarcity. The defective 
character of communications and the absence of keen competition 
as also the predominance of custom in the economic relations of 
people, long governed the course of Indian prices and continue 
to so govern them in backward and isolated parts of the coun- 
try. But the railways and public roads which have brought 
the various parts of the country into closer contact with one another 
and India itself into intimate touch with foreign countries, have 
changed the nature of the problem of prices which are more suscepti- 
ble than before to changes in the markets of the world. 

The history of prices in this country reveals the dominating 
influence which the character of the monsoon exercises upon their 
constant rise and fall. Though the improvement of the means of 
communication has tended to bring about an equalisation of prices 
in different parts of the country and a general rise in them, the prices 
of food grains, of raw materials and of indigenous manufactures are 
still regulated by the favourable or unfavourable nature of rainfall, 
the prices of imported goods being but slightly affected from year to 
year. Varying local prices are fast being replaced by uniform general 
prices, and the country is becoming one common market instead of a 
series of small local markets as in the past. Retail prices are also 
being regulated by wholesale prices much more strictly than before. 
And it is important to note that price levels appear to have been 
affected by the currency policy of government and therefore by the 
quantity of money in circulation. Regulation of internal prices 
through the exchange ratio was, in fact, the avowed aim of govern- 
ment in India' in 1920 and 1925 when public inquiries were made 
into the condition of Indian currency and exchange. 

3C>7. Course of Prices : — As we have just remarked, the 
favourable or unfavourable character of rainfall, its deficiency and 


1 ptgtB 603-606 aod 624-632 abor#. 



COURSE OF PRICES 


979 


excess, is generally the regulator of prices in India and particularly 
those of the food of the people. The prices of articles of export, the 
bulk of which are the products of the soil, are likewise similarly 
governed, though demand for them in foreign countries is an impor- 
tant factor. The famine prices of 1877-78 and of 1899-1900 and 
the fabulous cotton price during the American War of Secession 
( 1861-65 ■) are instances in point. Prices of the years of the war 
period were the combined effect of several causes, shortage of ship- 
ping, congestion on railways, deficiency of production and supply 
and augmented circulation of money. The state of the world 
markets normally governs the prices of Indian staples which have a 
demand abroad and the general price level in the country is adjusted 
to prices ruling outside. 


The general level of Indian prices began to rise in 1 904, and 
went higher and higher every year, until the rise assumed almost 
alarming proportions. Prices were, od the whole, very steady under 
the silver standard, and the effective introduction of the gold 
standard inaugurated a rise. The index number went up 

from 100 in a normal year before the rise commenced, to 140 and 

even to 200 and more in certain cases. The rise was attributed to 
different causes by different people; and while it was wel- 


comed by some as an indication of growing prosperity, others trace 

it to the pressure of population on laud and the normal deficiency 

of food supply as also to the currency policy of government, which 

had, since 1899, artificiaUy enhanced the gold value of the rupee. 

'fhe question was discussed in the press and in the Viceregal Council 
and the appointment of a commission of inquiry was suggested! 
Government thought that the new currency system inaugurated in 

1893 and completed in 1899, had not had a sufficiently long trial 

and that commissions had always an unsettling effect upon things •: 

they, therefore, deputed Mr. K. L. Datta to coUect statistics on the 
question ofhigh prices and asked him to submit to them a report 

thereon. 


We give below index numbers of 
selected articles, showing fiuctuations and the 


prices of a few 
steady appreciation. 
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Index numbers of prices are given for the period of war to facilitate 
comparison : — 



Year. 

Wheat. 

Rice. 

Bajree. 


Delhi. 

Calcutta' 

1 

Ahmed* 

abad* 

Calcutta 

Madras. 

Delhi. 

Ahmeda* 

bad, 

1873 

100 

100 j 

1 100 

100 

1 

100 

100 

1 

100 


1891 

! 135 

98 ! 

122 

91 

145 

151 

122 

1 

1895 

110 

93 

107 

100 

138 

122 

1 134 

1900 

00 

113 

149 

110 

180 

145 

201 

1905 

147 

198 i 

121 

142 

197 i 

1 

145 

1 

: 146 

1909 ' 

203 

142 ' 

155 

156 

218 

157 

166 

1913 

00 

102 

175 

187 

218 

168 

175 

1915 

1 239 

« » • 

187 

1 

197 

203 : 

229 

208 

1917 

1 219 


180 

175 

216 

171 

147 



( Average of 1900-09 = 100 ). 


Articles. 

Wheat 

Kaogoon Bice 

Raw CottoD ( Broach ). 

OottOD piece goods (lodian 
Average. ) 

Tea 

Country Bice 
Qhee 

Country Salt 

Imported cotton piece goods 
( average ). 

Java Sugar 
Kerosene oil 


1900 

1905 

1910 

106 

84 

109 

94 

75 

97 

55 

93 

94 

94 

100 

118 

94 

91 

127 

83 

86 

99 

88 

96 

124 

95 

96 

108 

91 

96 

114 

e** 

118 

107 

109 

90 

108 


1913 

1916 

1918 

1919 

107 

128 

149 

211 

124 

101 

88 

131 

134 

127 

283 

276 

115 

88 

141 

176 

128 

158 

131 

124 

117 

127 

101 

178 

142 

134 

162 

204 

108 

188 

496 

330 

119 

126 

295 

322 

101 

175 

158 

232 

118 

124 

189 

220 
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Special Index 

Special Index 

Special Index 

General Index 


No. for Food 

Ko« for Imported for artictes 

No. for artioles 


Grains (Retail 

Artioles (Whole* 

Exported (most* 

oovered by 


Prices). 

sale Prices). 

ly wholesale). 

oolumna 2 & 8 

Year. 

Col. 1 

Col. 2 

Col. 3 

CoU 4 

1910 

100 

100 

100 

100 

1911 

96 

104 

107 

106 

1918 

118 

107 

114 

112 

1913 

118 

107 

121 

117 

1914 

138 

105 

186 

180 

1915 

180 

134 

188 

125 

1916 

180 

217 

188 

161 

1917 

180 

840 

134 

161 

1918 

161 

265 

167 

184 



Index Numbers of Wholescds Prices in Calcutta, 


Articles. 

Rice 

Wheat 

Dal 

Sngar 

Salt 

Cotton ( Manufeoiures. ) 
General average 


July 

1914 

100 

100 

100 

100 

100 

100 

100 


Maroh 

1918 

83 

117 

187 

181 

486 

311 

176 


March 

1919 

188 

169 

178 

888 

837 

300 

180 


March 

1980 

147 

198 

186 

381 

310 

931 

198 


Maroh 

1981 

187 
168 

188 
369 
816 
501 
176 


Rice (Calcutta) 
Wheat (Punjab) 
J awat ( Bombay ) 

( » ) 

Gram ( „ ) 

Ghee ( Bengal ) 

't (Madraa) 

Sugar (Raw) 

H (Refined) 


V. 

Wholesale Prices, 


• e 


• e 


1913 

5*7 

S'4 

4-1 

S>4 

9'S 

54*8 

50*3 

6*5 

10*7 


( Ra. per Hannd of 88*886 Iba. ) 


1918 

4*9 

5*1 

6*6 

7*8 

5*8 

68*3 

58*7 

7*0 

15*1 


1919 

7*8 

6*8 

8*1 

8*8 

7*6 

78*8 

76*7 

11-0 

81*6 


1980 

8*4 

5*4 

5*6 

6*8 

7*1 

94*9 

84*4 

V^l 

30*5 
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Among the former were ( i ) a decreased production of food stuffs, 
( ii ) an increased demand for Indian raw materials and food 
products, ( iii ) development of communications, and ( iv ) decrease 
in the cost of transport; and among the latter, the chief were (i) 
an increased supply of gold, ( ii ) development of credit, ( iii ) 
destruction of wealth in wars and ( iv ) expenditure on armaments. 
Mr. Datta thought that all these causes combined to raise the 
prices in India and that the rise was not due to any one cause. He 
was, however, convinced that the prices of food stulTs in this country 
had risen on account of the fact that the food supply of India, 
compared with the demand, reached its lowest level in the quinquen- 
nium 1905-09 and thus shortage of supply undoubtedly contributed, 
in no small measure, to the unusual rise in prices during that 
quinquennium. 

4 


Broadly speaking, three theories about the rise of prices, held 
the field ; (1) tliat the large volume of the rupee currency wliich, 
under the gold exchange standard system, ceased to be automatic, 
led to the depreciation of the token rupee ; (2) tliat Indian currency 
had nothing to do with high prices which could be explained by 
economic changes of considerable magnitude going on in India and 
the outside world ; (3) the pressure of population and deterioration 
of the soil were mainly responsible for the rise of prices. Finance 
Members like Mr. Baker and Sir. G. Fleetwood Wilson, held the 
second view, and it was endorsed by Mr. K. L. Datta. Mr. Gokahle 
and others were inclined to accept the first theory and some 
emphasised the third. These views found expression in the Viceregal 
Council, when the question was referred to year after year. 


Tliat the quantity theory of money applied to the 

seems, however, to have been admitted by every O"®! ^ 

ference lay in the emphasis laid upon the different terms m the 

price equation M x V = T x P, (M=money, V=veloct,t 5 

tion T = trade or volume of exchange transactions and P- price) 

and on the part played by the quantity of the token rupees in 

circulation. Thus Mr. Datta thought that the ^ 

increasing with the expansion of credit and ^ 

velocity, prices of food stuffs were bound to r e vhile he 

volume of their production remained steady. If the s pp y 


1 S«e Gokhale aod Eoonomlo Reforms, pages 183-187. 
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food of the people had increased in proportion to the population and 
currency, prices might have remained steady. The Government of 
India did not, of course, admit the explanation of Mr. Dutta' about 
the insufficient supply of food grains. His theory was only an applica- 
tion of the law of demand and supply and must hold good if proper 
attention is paid to ‘other things remaining the same.’ 


369. ©arrency and Prices ; — Making full allowance for the 
fact that “ India by its adoption of a gold standard, has been 
switched on to the currency gauge of the rest of the world and is 
undoubtedly bearing its share in the price fluctuations to which the 
rest of the world has been subject,*” and for the increased demand 
for certain of India’s products which has overtaken the supply, as 
also for the pressure of population on the food supply, which does 
not appreciably increase, one is led to believe that the general rise 
of the price level was, to a considerable extent, due to the dispro- 
portionately large supply of currency. The spell of high prices 
ruling in Europe and America had been attributed to the increased 
output of gold and the consequent expansion of currency and credit 
all the world over. The same phenomenon was to be markedly 
witnessed in this country and the relation between high prices and 
the Indian currency system seemed to be intimate. 


The official view was that the Indian curre icy system was 
automatic, that no more rupees were issued from the mints than were 
absolutely necessary for the purposes of trade and that it was the 
nse of prices which had necessitated the increased coinage of rupees. 
Government certainly issued rupees in response to the demand of 
tode, but the output of these token coins had been exceptionally 
bean. And was there provision in the Indian system of currency 

n token rupees, the conn- 

tiy full legal tender money ? Even a writer like Mr. Keynes, who 

js a supporter of a gold exchange standard, says “The effects of 

heavy co.nage are cumulative. The Indian authorities do nor seem 

heavy demand in 190d-07 ; and whm, the^x '’® ““ 

’ there was an nctuaUy heavy 
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demand in 1 906-07, that this made it yet more likely that there 
would be a heavy demand in 1907-08. They framed their policy > 
that is to say, as though a community consumed currency with the 
same steady appetite with which some communities consume beer.”' 

There was, during the years 1902-1907, a close parallel- 
ism between the growing output of rupees and the steadily 
rising prices. The rupees were not now melted in normal times, as 
they used to be before the closing of the mints, as this procedure 
entailed a loss. When the price of silver rose, it was at times 
profitable during the latter part of the war period, to melt rupees 
and use them as bullion ; and it is believed that in spite of govern- 
ment prohibition,; large quantities of these coins were melted in this 
way. The absorption of currency among the people had been on a 
steadily increasing scale in pre-war years, and this inflation must have 
had a material effect in pushing up the price level. Experience has 
taught that rupees distributed over the interior of the country in pay- 
ment for the staple products, do not quickly return to centres of 
commerce and industry, and efforts have sometimes to be made to get 
this currency back. If additions continue to be made to the existing 
stock of rupees, the inflation must raise prices though not in the 
some proportion, because a part of the currency is required to meet 
the increasing volume of trade. This is the way in which the 
unautomatic character of the currency system acts upon prices.’ 

370. Inflation of eurrencyi— Currency is indeed issued in 
response to a demand for the financing of the export trade in cotton, 
wheat, jute, oil seeds etc. Much of this currency returns to govern- 
ment treasuries and banks, but a portion remains in the hands of 
the people and in circulation. These continuous additions to the 
currency can not but result in inflation, the only counteracting force 
being the steady growth of trade. The experience of the year 
1916-17 as to the extremely slow movement of rupees from circula- 
tion into the government treasuries, and the determined deflation that 
has been effected during the past four years, indicates that heavy 
absorption of currency, year after year, must have had something to 
do with the rise of prices along with other factors in the complex 

1 Icdiao Ourrenoy and Finance/^ 

2 Ref-reoce may be usefully made tu the disoussioo of this aubjeet in the 
^r6V three Chapters of this volume. 
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problem. Similar absorption took place in the easel of cuirency 
notes also, and rupee currency has become redundant. When the pri- 
ces of silver soared to abnormal heights during the latter part of the 
war-period, government continued to issue new rupees to the public 
in response to insatiable demand. In doing so, it was, as it were, 
pouring the coins into a sieve through which they escaped into the 
melting pot, in spite of prohibition, and into hoards. Owing to eco- 
nomic depression, quantities of rupees have returned to government 
treasuries and the metal holding of the Currency Reserve has be- 
come enormous. 


The question of inflarion has formed the subject of discussion 
in all countries during and after the period of war. The high prices 
ruling at this time, were admittedly the result of a deficiency of 
supplies of commodities chiefly on account of the divertion of 
productive activities to munitions, of the shortage of tonnage and 
of war destruction. In India, the rise in the prices of articles of 
import was much greater than that in the prices of articles of local 
production. The relation between the prevalent high prices and 
the heavy absorption of currency has been denied by officials. How 
the two are precisely related it is extremely difficult to determine, 
though it is obvious that the two phenomena are interdependent. 
But that prices have been pushed up at least partly by the large 

supplies of currency seems to be certain. Crores of rupees were 
spent by government for war purposes, and the coins and notes 
they put into circulation, were slow to return to the State treasuries 
Hence the necessity felt of attracting the metaUic currency, by means 

treasuries and the banks. In a time of 
depression and during the dull season, the total note 
arculation of government in the week ended the 1 5th August 1 922 

in England at Rs. 5*8 crores crores and 

considerable part of which were backe^bv a 

must be regarded as an indl nf ^ government’s I. O. U. s, 

the Finance Member promised to effat deto^n o'? " 

course of the year. On 31 st March 1925^^^ 

notes amounted to Rs, 1S4 crores and t£ 
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Rcsen’e to Rs. 99 crores. The corresponding figures for 5th 
October, 1925 were 190fc and 112 crores; and for 22nd September, 
I 927, they were Rs. 18H crores and 145-i crores respectively. On 
1 Sth May, 1 930, the total note circulation was Rs. 1 73.40 crores and 
the value of coin and bullion was 142.38 crores, 106 crores being 
silver coin. A steady return of rupees from circulation has thus 
continued in later years and deflation has had to be persisted in.' 

The problem of prices is comple.x and various factors exert their 
influence in determining the price levels. Insufficient supply of 
Indian products, high gold prices ruling in outside markets, the rates 
of sterling exchange, a large external and internal damand for 
Indian products, the expansion of credit — all these factors must be 
given their due weight. But the peculiar character of the rupee 
currency and the manner in which it is issued and is absorbed, can 
not be ignored as an important cause of the rise of prices. The 
relation between prices and exchange and the Indian government’s 
policy in respect to it, have been already discussed :.t length in a 
preceding chapter. A rise or fall thus brought about, by the mani- 
pulation of excliange and currency, can not be camplacently regard- 
ed as natural and beneficial, and an effort must be made to minimise 
the influence of that cause by improving the existing currency 
system. The idea of prosperity induced by high prices must prove 
misleading if all the factors causing the rise are not taken into ac- 
count. In recent years, however, low prices, economic depression 
and deflation have provided the nightmare in all countries, including 
India. A sudden deflation is undoubtedly dangerous® and the 
mercantile community has taken exception to the Finance Members 
scheme of deflation as it was calculated to bring about raonetarj 
stringency and to lead to a crisis. But deflation, gradually and 
judiciously brought about, is an absolute necessity under given 
conditions. I'he intimate relation between monetary circulation, 
prices and exchange was prominently brought out in the discussion 

of the 18d. ratio recommended by the Hilton Young Commission 

and adopted by government. A high exchange, low prices and 


1 Actually, since tbs beginning of the last busy season, say, from the 1st 
December 192^ to the 30th Noromber 1929. the net contraction was 15*89 crores 
and the net reduction of notes in circulation was only 2 48 crores. Ibe 
FiDdOoe Member's budget stateiDeDti 1930* 

2 See UuetaT Caiiere ••WorJd'e Monetary Problems." 
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deflation were here bound up together; and in fact, rigid and effec- 
tive currency control and the systematic regulation of monetary 
circulation were the burden of the song with the Commission. 

371. Effect of Varying Prices Owing to their disturbing 
effectuponindustrj'.tradeandthe family budgets, particularly of people 
with fixed incomes, fluctuations in prices are always deprecated and 
stability of the purchasing power of money is sought and welcomed. ‘ 
Different interests are in apparent conflict here. Rising and high 
prices mean “ good times" to producers while wage-earning and 
salaried classes want cheapness.Steady prices with a tendency to asmall 
and slow rise is preferred by some on the ground that this stimulates 
econoDiic activity and rewards the enterprising and the industrious.® 
It is mainly the difficulty of adjusting incomes and costs to changing 
prices that causes hardship. At one time high prices were a cause 
of anxiety; recently rapidly falling prices have afflicted industry all 
the world over. Disparity between prices on the one hand and wages 
and profits on the other, causes economic friction and losses and 
engenders discontent and distress. And the problem has to be 
considered from the point of view of the community as a whole as well 
as from those of the interest of the agricultural, working and capitalist 
classes. In our chapter on Production and Population we have 
shown how, if more mouths have to be fed with the same or a 
slightly increased quantity of food, prices must rise ; and this rise 
can not be an object of congratulation or consolation in view of the 
fact already noted that the closing of the other industrial avenues is 
driving many people on to the land. It is superfluous to repeat that 
the producers of raw materials which command higher prices in the 
foreign markets, will benefit to the extent of the larger margin afford- 
ed (1) if the profits are not intercepted by middlemen and (ii) the 
cost of production is not increased. And raw materials required 
for indigenous industries must be sufficiently cheap ns also the neces- 
saries of life of the mass of the population. Then only will high 
prices prove beneficial to producing classes. This does not mean 
that low prices as such are desirable either, because these reduce 

employment, profits and the purchasing power of the large mass of 
the people. 

TT of "The Stable Money ABsooiation" of New Tork 

U« o* ^ 

* Qide : Principlea of Eeonomica, 
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Cultivators supplying their own labour and producing their own 
food, receive larger real incomes on account of high prices. But those 
who have to employ dear labour and buy dear food and other 
necessaries of life, can not be any the better for a higher level of 
prices. We have shown that food production in India has not kept 
pace with the increase of population. A rise in the price of food 
grains, therefore, which is brought about by insufficiency of supply 
can have no beneficial effect upon the community. Even if we take 
only the producers of food grains, though rising prices must be an 
advantage to them, it must not be forgotten that to the growing 
number of agriculturists this must be only a palliative. Cheap food 
is regarded everywhere as an essential thing to a nation, and we 
must have an abundance of cheap food rather than insufficient sup- 
plies of dear food grains. Cultivating classes will, however, suffer if 
their produce becomes cheap without corresponding reduction in 
their costs. And this is what has recently hsppened in India. 


The country, as a whole, must benefit by a rise in the prices 
of exported commodities only if there has been no corresponding 
increase in the prices of imported goods.’ The true benefit will be 
measured by the difference between the prices of the exported 
and imported commodities, their character and their quantity. 
During recent years, as the price statistics given in the tables 
on a preceding page will show, the prices of imported articles rose 
higher than the prices of exported commodities. Though the high 
prices of exportable goods have thus benefited the producing classes 
the advantage gained by them and by the country as a whole, has 
been counteracted by the higher range of the prices of articles 
imported into the country which ultimately affect all classes of the 
commUDity. Further, a faU in prices of agricultural produce, 
resulting from a higher rate of exchange, is bound to hit the cull- 
ing and other producing classes hard. We must here re^l the 
fact that the local food production of t he country is not adequate 

, nba.rveB— "India’s exports have thus grown oonsiderably io 

value in consequence of the rise ^^There^^s^llsTbe^era o^- 

towards meeting the increased cos -fa maov classes of goods required 

siderable increase in Sports of many classes of goods which 

for consumption andl the increa recognised as necessaries, bear 

were formerl; considered as luxu is rising higher and higher with 

eloquent testimony to a standard of hv.ng which on high 

theorise of prices and the material prosperity of the country. 


prices. 
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to the demand of a reasonable Standard of living; and classes with 
a higher degree of purchasing power will naturally absorb a large 
quantity of such food as is available, and the middle and lower 
classes will find necessaries of life dear and scarce. Recent addi- 
tions to taxation have tended to reduce the consuming capacity of 
the people as the taxes have been shifted on to consumers ; and 
cloth, salt, oil, sugar, ghee, housing, lighting, fuel are all dear. 
Lowering and steadying internal prices has been the fixed aim of 
government’s currency and exchange policy in India, and gold and 
rupee prices were thus brought into a new relation through the rise 
of exchange to 1 8d. The following table shows the recent move- 
ments in price levels 

Wholesale Prices in Bombay} 

July, 1914=100. 


Twelve-monthly 

Food 

Non-food 

All articles 

Average. 



1918 

171 

262 

236 

1919 

202 

233 

222 

1920 

206 

219 

216 

1921 

193 

201 

199 

1922 

186 

187 

187 

1923 

179 

182 

181 

1924 

173 

188 

182 

1925 

155 

167 

163 

1926 

145 

152 

149 

1927 

143 

145 

147 

1928 

144 

146 

146 

1929 

150 

143 

145 


372. Speculation and Prices :-Pricea in the interior of the 
country are generally regulated by custom and are little affected by 
the fiuctuating movements of trade in the big towns. It is only in 
the case of the staple articles of export such as cotton, Jute, oil seeds 
&c. that conditions prevalent in foreign countries affect prices in the 
districts. Retail prices are not easily disturbed by the fitful currents 

of wholesale deaUngs in the larger markets, though the connection 

between the two, is becoming closer every day and is particularly 


1 Published hj the ''Labour Qasette," Bombav. 
13S 
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marked in the larger towns. Improvement of communications is 
responsible for this change with which the cultivating classes are be- 
coming more and more familiar. Concentration and specialization in 
production make buying and selling upon a large scale necessar>% 
Even a small merchant has to buy in anticipation of the demand he 
will have to meet andhe makes hisown calculations as to the quantity 
and price. There is some risk involved in the purchases of large 
quantities long before they can be disposed of. But that is the 
chief function which the merchant performs and for which the con- 
sumer remunerates him. Buying in anticipation of demand prevents 
sudden and large changes in the price levels and bespeaks business 
foresight and skill. Wholesale merchants in port towns and other 
cities have, however, unfortunately fallen victims to the speculation 
mania, and there is no commodity in which they will not gamble. 
Gold, silver, sugar, cotton, shares, all provide them material to in- 
dulge in the craze and the fluctuation in prices which results, is 
seriously injurious to the interests of the mass of consumers. 

A cotton manufacturer must ensure an adequate supply of the 
raw material at a reasonable price. Cotton is produced in a certain 
season and its quantity and prices are likely to be affected by 
several circumstances e. g. the condition of the cotton crop in 
the U. S. A. He must, therefore, buy in anticipation and must thus 
indulge in a kind of speculation. “The essence of speculation 
lies in forecasting price movements and then buying or selling for 
a proht. Having made his forecast, the speculator buys if he thinks 
prices are going to rise, sells if he thinks prices are going to fall. He 
looks to the future and works on an estimate ; he takes the risk of 
loss if his forecast is wrong in return for the chance of gain if his 
forecast is right."' Manufacturers and merchants, therefore, buy 
and sell on contract and certain people specialise in effecting these 
speculative dealings. Sales and purchases for future deUvery are 
carried on by brokers ; and cotton, jute and other exchanges have 
come into existence in this country. In Bombay and Calcutta, the 
markets for these staples are controlled by associations of dealers 
who have their special rules under which speculative transactions 
are carried on. Speculation, if it is resorted to mth the definite 
object of securing and supplying commodities at fixed prices, is 


I Henry Clay : Economics. 
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socially very useful aucl has the effect of steadying prices. But there 
is a bad kind of speculation like the good kind, which degenerates 
into pure gambling. 


A person both buys and sells ‘futures' to make his gains and 
losses even ,• and there is nothing wrong in this. But many people 
buy and sell without having the least idea of ever taking or giving 
delivery when the day fixed for ‘settlement’ comes. The payment 
of difference in the rates fixed involves loss to one of the two parties, 
because the calculations on which the prices were based may be up- 
set by circumstances beyond his control. Reckless and irresponsi- 
ble speculators use all kinds of arts to manipulate prices in their own 
interests and the whole market is thrown into commotion and con- 
fusion by the manoeuvers of ‘bulls' and ‘bears’. The ruin of a few 

people may lead to a widespread disaster and the whole structure 

of credit may be rudely shaken. The condition of the Bombay 
cotton market in March and April of 1 91 8 with respect to speculi 
tion in Good Broach, whose price was pushed up by ‘bull’ operators 
to unprecedented heights, was an interesting illustration in this con- 
nection, which has been repealed in a milder form since then. 


There has latterly been a good deal of discussion relating to the 
cotton and the stock exchanges in Bombay. The condition of the 
cotton mmket became so dangerous to financial stability on account 
of the reckless cornering and gambling in ‘futures' indulged in bv 
speculators that at last pvernment had to intervene and to provid^ 
y legislation, for a well-regulated controlling authority in the form 

totorettT" °° ‘‘ "«P™seotatives of the different 

interests and associations concerned in the trade, a permanent body 

The undertake the duties of the board. 

The Coton Contracts Committee of 1 91 8 which was a war measure 
was rephtod by the Cotton Contracts Board next year wh“r^n’ 
toued to funcuon tfil 1 922 when the present Zt Into ^ton 
Assocmtion was created by legislation. The need is felt 7 r^t 
mg, in a similar manner, the working of the steel, u ^®8Ulat- 
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monthly under the existing system. The bulls and the bears have 
been very active in Bombay and their recriminations do not present 
an edifying spectacle to the outside public. The action of the Board 
of Directors of the Bombay Stock Exchange in fixing the rates for 
certain shares for particular settlements, and their lack of strength 
have been freely criticised. The frequent wranglings of the bulls 
and the bears, it has been urged, must be ended by a strong and 
impartial board of directors whose policy must be consistent and in 
consonance with fixed rules. The Government of Bombay appoint- 
ed the Atlay Committee to investigate the working of the stock 
exchange and in 1923 proposed certain drastic rules. The Exchange, 
however, resisted outside interference and promised internal reform. 
There being no prospect of these promises being given effect to, the 
Government of Bombay proposed legislation to regulate the work- 
ing of the Excliange. 

373. Standard of Living : — With the expansion of currency 
and the more general use of money, the liabits and tastes of people 
of all classes are changing. In England wages rose to a high 
pitch owing to the war and as more money circulated in the country, 
the working classes spent more and devoted their earnings to the 
consumption of luxuries which were formerly beyond their reach. 
The working classes in England, women as well as men, have 
become accustomed to a higher standard of life and their wages 
have had to be fixed in accordance with it. That phenomenon is 
observable, on a small scale, in this country also. Improvement of 
communications and imports of cheap articles of every day use from 
foreign countries into India, combined with rising prices and higher 
wages, have induced people to consume such articles, and this con- 
sumption is producing interesting social effects. Restrictions im- 
posed by caste, religion and custom, are becoming slack and. new 
ways are being adopted in eating, dressing, drinking, furnishing 
houses, in amusements and in other matters. 

The growing imports of certain nrticles of luxury and convenience 

are taken as an indication of the above change in the objects and 

methods of consumption and as an unmistakable indication of 
material prosperity of the bulk of the population. An increasing 
use of clothing and of clothes of a better quality, the wnstrucUon 
of better houses, the consumption of wholesome food in su cien 
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quantity, improved water supply and sanitation, the provision of 
medical aid, a growing literacy and habit of reading and a more 
liberal access to the sources of innocent amusement and of the 
general amenities of life, — these will certainly bespeak a higher 
standard of living. Still the mere substitution of one article for 
another or a mere cliange of social customs, is, by no means, a 
sure sign of true prosperity. 

The middle and the lower classes of population are doubtless 
now able to command certain comforts and luxuries which formerly 
they could not dream of enjoying e.g. cheap drinks, cinema shows and 
motor bus rides; and to that extent there are signs of the standard 
of living rising higher. Prevailing depression and unemployment are, 
however, factors which offset this improvement. More money 
indeed circulates among the rural population than before ; but most 
of the rayats have no stocks of grain, as they used to have, there is 
scarcity and deterioration of milch cattle, and the people do not 
seem to feel better off in spite of the changes noted above. Wliat- 
cver prosperity we see, is mostly the prosperity of the few ; and the 
volume of wealth appears to flow from the countryside to centres of 
industry and trade and from the mass of the population to the 
middlemen. The rude plenty of the past is fast becoming a matter 
of history, to be cherished as a tradition. 


There is no doubt about the fact that economic changes which 
are in operation in the country to-day, are producing far-reaching 
effects upon the methods of consumption and the general social 
status of several classes. Many people who have adjusted them* 
selves to the uew forms of industrial organization, are now able to 
earn more than if they had remained in the old grooves prescribed 
by custom. They continue to be members of the old castes but 
their standard of living is being raised to that of the higher castes. 
They live, speak and dress differently, and social equality is being 
created by economic improvement. From the point of view of 
consumption, Indian society no longer wears the old static aspect, 
and changes are visible on every side. Most of the articles of 
luxury and convenience such as gramophones, cinemas, harmoniums. 

soaps, china ware, fountain pens, are, however, largely for the use of 

the urban population, and the masses dwelling iu villages have but a 
small share in that prosperity. 
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374. Consumption and Prosperity The increased 
consumption of imported articles may be an indication of material 
progress, so far as it goes. But there is the other side. Mr. Ramsay 
Macdonald says of the use of articles of luxury by the working classes 
in India as follows: — “Better clothes are being worn, cigarettes are 
beginning to take the place of the hookah, alcohol is being more 
widely consumed, shoes are more general, umbrellas arc becoming 
more common. The people’s wants— too many of them debased— 
are becoming more costly to meet. As evidences of increased 
prosperity, I place little reliance upon such facts. These things no 
more show prosperity than expensive weddings or extravagant 
funerals.”’ An increase in the number of wants is indeed desirable 
and a larger supply of necessaries and comforts is indispensable for 
material progress. We see physical and intellectual lethargy in the 
villages, and anything that will shake people out of it, is welcome; 
but the masses are still uninfluenced for good by modern civilization. 
And the articles consumed either as substitutes or additions, must 
not lead to physical deterioration and moral debasement; and 
changes in the manner of living, clothing, amusement and so forth, 
must be conducive to healthy physical and moral development. Tea- 
drinking has already spread into the interior of the country and 
among all classes of people. In the Bombay Presidency “the rapid 
multiplication of places of refreshment where tea is sold is remark- 
able and the beverage is becoming popular with the masses." 
Workmen, employees and others, find in tea a welcome beverage 
which braces the nerves and gives temporary energy. It can be 
easily prepared and can be had without difficulty and at times when 
it is required. Coffee takes the place of tea in the south, while 
northern India is addicted to neither. Tea seems, however, to be 
steadily advancing into the north and making a lodgment in its 
exterior fortifications. 

The loss and deterioration of milch cattle in the country, present 
a problem of the most serious import to the health and strength of 
the community. There has been an unprecedented scarcity and 
dearness of milk and ghee, and prices even in normal years are 
higher than those of famine times in the past. The problem of the 
preservation and improvement of cattle is of the greatest economic 


I Tbo Awakening of India : pagea 177-78. 
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importance. Dearness of milk must produce physical deterioration 
and infant mortality, and the question of fodder supplies which is 
connected with it, must be taken in hand immediately. The 
substitution of tea for the more wholesome bread and milk as food, 
ran not, however, be recommended and the prevalence of the tea 
habit is to be deprecated on tliis ground. The place of an adequate 
quantity of cheap, wholesome food of the old kind, can not be taken 
by drinks and foods of the modern fashion without detriment to the 
ealth of consumers. And many are martyrs to tea and coffee and, 
therefore, to dyspepsia and other diseases. The habit of consuming 
liquor IS, again, on the increase and unfortunately it is shown as a 
sign of material prosperity. Among the lower classes, particularly in 
towns, drinking prevails to a large extent. The introduction of 
money economy is placing rash in the hands of workmen who 
are tempted to spend a large portion of their earnings on liquors and 
other mtoxK^nts. The war, which brought temporary prosperity to 
the ce^m classes, encouraged drinking to an appreciable extent. 

II! ® to and 

check the comsumption of intoxicants. 

The two chief religions of India, Hinduism and Islam, have 

more^talf ^"d 

more to it. Several workmen drink away a large part of their wages 
and make themselves and their iamilies miserable. In the Punjab 
for instonce, we are told that -among all classes the in^T^ed 

ofThe^rmbn^ « Proportionate development 

nL forhTh ®“'° 5 'ment of leisure. The Jat, if his reUgion does 

Tn .hr« t**® '’°tUe and too many find 

m the excitement of the law courts their relaxarinTi ” 'n.* • 
must^tion of the spread of the evil of drink^h^ut ;;oi: 

^uatry;andtheefforUof temperance reformers W c^irnt 

produced any appreciable effect. ^ 

modern Western eivilization with the^ultureTid f 

of India. The economic social ln7 , f ^ organization 

L^a^^rre^ "Caorof t^t'^ 

Kurop^n Id^a in dress, 
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progress is believed to lie in the clothing of the Indian spirit in the 
garb of modern civilization. Dramatic performances, cinemas, 
liquor shops, gambling oi^ the race course, cigarette-smoking and 
vices of all kinds absorb a large portion of the earnings of labourers 
and other classes in towns; and extravagance of the worst sort is 
seen to eat as a canker into the vitals of the rich and also the bwer 
middle and lower classes. The mass of the population in India has 
not yet experienced the full effects of the impact of the two civiliza- 
tions, though the reaction of the new forces on the people in the 
economic, political and social spheres is clearly visible. Changes in 
production and distribution have been described in the earlier 
chapters; and those in consumption are noticed iu the present 
cliapter. 

375. The Masses and Consumption:— Indian cultivators 
and handicraftsmen have struck observers as people of simple habits, 
sober, contented and God-fearing. But their thriftlessness and 
extravagance in marriage ceremonies and funerals as also their 
fondness for ornament have attracted a good deal of attention ; and 
these are often exaggerated.' Extravagance is a relative term.* 
Disproportionately large expenditure on certain items of compara- 
tively less importance from the point of view of the more urgent and 
essential needs of health and culture, is imprudent and undesirable. 
The truth is that the mass of the people in India have all the weak 

and the strong points of a predominantly agricultural and industri- 
ally backward population. We have already stated that the culti- 
vator and the artisan rarely distinguish between productive and un- 


1 Mr.DattaaaysiDhis Eaport on High Prices :-“Th6 Indian ouUWa^r 
is, as a rule, thriftless and eitraragant and muoh addicted to litigation. Me 
lacks that business education which leads the rayat to restrain bis tendency to 
borrow and which enables him to calculate the results of expenditure whether 
OD improvonaents or otherwiBe 

2 •• The results of the commission's inquiries show that undue prominence 
has been given to the eipenditure on marraige and other 
therayafsind-btedress. The expenditure on such occaMons 

be called extravagant when coraparod with the rayat s me.-ins, >u o 
occur Beldom, and probably in a conrse , f year, the total .urn .vent “ ^ 
by any rayat is not larger than a man in his position is justiSed in 
liaTao/don.e.tlo plea.nr. The .urns usually 

probably been over-estimated, or the operation ravafs burdens so 

has been overlooked by the officers who have attributed the ray 
largely to this oause."-Report of the Deccan Riots Commission. 
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productive expenditure. Western civilization brings with it, again, 
its drawbacks as well as its conveniences and comforts. It is by a 
balance of these that progress is to be estimated here. If by ex- 
travagance is meant individual or family expenditure far in excess of 
the income, leading inevitably to indebtedness and dependence, 
there is extravagance of a sort in these matters among all classes of 

the community; and debts contracted for social and religious pur- 
poses are not regarded as something undesirable, while the debts 
entailed by economic conditions, are unavoidable. Custom requires 
that so much shall be spent on festive and mournful occasions, and 
to most people custom is an irresistible tyrant who takes a heavy 
toll of his victims. Dowries must be paid and castemen must be fed 
even at the risk of utter ruin. Nature thus plays her pranks and 
conspires with man to bring about his downfall. A stroii'? faith in 

luck or Providence and fatalism reconcile people to their"’ fate, and 

this explains the apparent contentment of the mass of the population 
with their poverty and misery. 

But sweeping assertions about extravagant and ruinous ex- 
penditure must be deprecated. Such imprudence is only a mani- 
festation of a common human failing. Social reformers have been 

Amd thriftless habits 

amict the lugh and middle classes as mucli as the masses. But it is 
the last who suHer most. Factory labourers and artisans arc no less 
free from indebtedness than cultivators, but there are u few thrifty 

Sted saving;iabit:has to bo in- 

culcated and strengthened. Several of the immigrants into cities live 

Td save/^ denying to themselves all^ luxuries. Wages earned 
and saved in towns are remitted to villages to support families 

frl^fhP H V I *ateresting phenomenon that people migrate 

from the districte to towns for earning a living as factory workers, 

peons, domestic servants, petty traders &c. and they rLit home 
th^r savings with which the famUy hearth is kept burning and new 
landed property ig purcliased and old property is repaired An 

d^str cte T I immigrants from the Deccan 

districts. A very large section comes from Gujerat and Kathiawad 

d from Indian States on that side, and these people are known to 

town life a rtm '’"'■"f ‘ temptations of 

. I ^ to 1^0 resisted and lend the other. 

s.mp e workmen into paths of evil living. The social reLu 
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movement lias not yet touched the lower classes, anditistheyamong 
whom it must spread. We have already referred to the indebtedness 
and poverty of the rayats; and everything which wiW make their lives 
brighter, give them sufficient food, shelter and clothing and raise 
them piiysically, morally and intellectually, must be attempted by 

those who are interested in the uplift of the nation. To-day, they 

are drifting, not knowing whither. Motor transport has now be- 
come extremely cheap and is no longer a luxury even to village 
people who are easily tempted to take a ride in a lorrj' rather than 
drive in a bullock cart or walk or remain at home. Rural parts are 
changing but slowl)', on the whole, however, so far as consumption 
of wealth is concerned. It should be borne in mind that changes in 
the standard of living which come with a growing contact with 
modern civilization, are inevitable in India, and that effort has to be 
made to give them a proper direction. 

376. Post-War Prices ; — The high prices which prevailed 
during the latter part of the war-period, were expected to coutinue in the 
post-war years and were the basis of the great economic speculation 
and activity which cliaracterised the years immediately succeeding 
the declaration of peace. Owing to the exhaustion brought on by 
the war, to the disparity between the increased productive capacity 
and the lowered consuming power of the world and the absence of 
real understanding and peace among nations, industrial and com- 
mercial operations received a setback and prices of commodities 
steadily came down. The sudden fall was destructive to many 
new and weak economic enterprises and embarrassing to old and 
established concerns. A fierce struggle for existence ensued and 
prices declined. The level of wages which had been raised between 
1918 and 1920, however, remained high and consumers who had 
been harrassed by soaring prices, began to breathe a little more 
easily. As the production and supply of the commodities are gov- 
erned by different conditions, the fall in prices was not uniform. 
This will be seen from the fact that sugar, tea and cloth did not be- 
come as cheap as food grains, for example. During the period 
1914-1925, prices were the highest in the middle year, viz, 1920 and 
in that year the fall commenced. Among the necessaries of life, 
food grains became the cheapest and cotton cloth the dearest, 
the general average prices being 50 per cent, higher than the pre-war 
level. The greatest increase had taken place in the price of sugar 
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tnd this article remaioed dear longar than any other commodity; but 
towards the close of 1925, sugar became comparatively cheaper than 
cotton cloth which continued its obstinate dearness. The consump- 
tion of cotton cloth was about 18 yards per head of the population 
in the pre-war years. It was reduced by nearly 40 per cent., the 

imports ofBritish piece goods diminishing by one-half. Consumers 

have been reluctant buyers and stocks even of indigenous cloth have 
accumulated. The prices of milk, ghee and vegetable oil did not 
show any appreciable fall, but fortunately for consumers, cereals 
and pulses became sufficiently cheap, their prices depending more 
or less directly on the nature and extent of the rain-fall in the 
country. The following table shows comparative wholesale prices 
during the pre-war and post-war periods 

Index Numbers of wholesale Prices in Calcutta 

By Groups of Articles, 


;< Prices in July, 1914=100) 
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^ Comparative index numbers of prices in Great Britain and 
India for a series of years, have been given in a preceding chapter*. 
Index numbers for wholesale prices for Calcutta and for Bombay 
which are officiully published, differ from each other, the latter be- 
ing generally slightly higher. Both have steadily fallen, however, 
since 1925. The Bombay index number for food prices declined 
from 148 in December, 1928 to 143 towards the close of 1929 and 
the general index number from 14 7 to 141 (on the basis of July, 
1914=100). In March, 1930 the general index number was 137, 
the same as in February. It is natural that the working class cost 
of lining index number should show a steady fall in sympathy with 
the general fall in the level of prices. This index number which 
was 155 in 1925 and in 1926, went down to 147 for 1928 and stood 
at that figure in January, 1930. In April, it was 141 as against 142 
in March. The index number of food articles included in this index 
was 138, one point lower than in March, 1930.? 

377. Rural Life: — -The life of the Indian villager is of the 
simplest kind. Bread of Bajri and Jwari, or of Wheat in Northern 
India, and Rice in Eastern and Southern India, accompanied by a 
small quantity of vegetable, forms the common dietary. Meat is a 
normal part of the diet of Muslims in certain parts of the country 
and is occasionally eaten by some Hindu castes. Fish is more com- 
mon in coastal parts and peculiarly so in Bengal districts. Clothing is 
rough and cheap in the case both of men and women, and according to 
Western ideas, insufficient. When a potential labourer first leaves 
his village home in the Konkan, he is almost in a state of nature 
except for the small loin cloth and catches the fashion of the 
dhoti and the shirt in the town where nude simplicity is not 
appreciated. Growing contact with urban people has been 
rapidly changing this phenomenon. A large number of villa- 
gers are not able to secure productive work and therefore to 
earn a living for several months of the year. They are, 
therefore, insufficiently fed and have to run into debt. Interest 
that has to be paid to the creditors makes a serious inroad into the 
small average earnings of the rural population. The houses in vill- 
ages have mud walls and thatched roofs and they are kept clean, 


1 8ee pages 630^63K 

2 See Bcmbay Labour Oazetle. 
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though ideas of personal hygeine and general cleanliness, are at a 
discount among the lower classes. Tobacco chewing and smoking 
is very common and the weed is almost a iiecesiary of life. A few 
trinkets and holiday clothes to be worn on special occasions, 
constitute rural luxuries. Most of the village people and many 
workers in towns, are sunk in chronic indebtedness and unless and 
until they earn more and learn thrift, it is hopeless to expect much 
improvement in their condition. The standard of living of people 
of the higliest castes among Hindus and among towns people gener- 
ally, is higher, and is characterized by simple prosperity. They are 
better housed, clothed and fed and have fine tastes. 

The condition of the depressed classes is everywhere shame- 
fully deplorable. These poeple have to live on the outsldrts of 
villages and towns and they are really outcastes. Their houses and 
general surroundings are dirty and filthy. Munu and other Hindu 
law-givers and the Mahabliarat liave described the origin of the 
people of the untouchable classes, the dirty occupations they must 
follow and the wretched food they must eat. For two thousand 
years these classes have been living what is hardly a human life. 
Even to-day they are not allowed, in Southern India, to walk 
through the streets and their shadow is pollution to caste people. 
The uplift of these classes, which is associated with cleanliness, 
education and decent occupations, is now being taken up as an 
urgent national problem and strenuous and sustained efforts alone 
will solve it. The labouring population in towns is fast cluinging 
its habits and customs and this change is very slowly permeating 
the country side where kerosene, corrugated iron sheets, glass and 
Chinaware, cycles, cheap lampware, matches, cigarettes, soap, tea 
and toys are being introduced into common use. Villages in the 
vicinity of towns and along the railway lines are feeling the effects 
of this impact of the urban areas. 

The contrast between cities and villages is more marked in 
India than in other countries. Villages predominate in India and 
the methods of consumption of the majority of the people are 
characteristically rural. Townspeople have fast become westernized 
in dress, manners, speech, amusements and so forth; and imitation 
and assimilation are proceeding apace. Of the Punjab peasant it is 
said that to-day he is not quite what he was ten fifteen ago, 
that the railway liad already brought the modern world to his gate, 
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but that the war brought it to his sight.' A large proportion of the 
income of a rural family is spent on food and this proportion 
vanes inversely as the means. The truth of Engel’s law is thus 
here established. In Eastern Bengal the proporU’on of the 
total budget spent on food by families in comfort is 58 per cent 
and by families in indigence 69 per cent.* The Indian cultivator or 
labourer can not be compared to the farmer or workman in the West 
in the matter of wages and the standard of living. They are so un- 
like each other. The average income of an American working man's 
family is calculated at Rs. 2,328, 42 per cent, of which is spent on 
food and a large percentage is used in buying comforts. The aver- 
age income per family in the Deccan village of Dr. Mann's inquiry, 
is only Rs. 218 and it appears that 70 per cent, of this is spent on 

food and above 22 per cent, on clothing. He concludes: “The 

people in the most sound position are those with small families, 
with few children, with much land and with few debts. Only 8^ 
per cent, families are able to maintain themselves on the land alone, 
27 per cent, on land plus outside labour and the remainder appear 
to be unable at present to reach the standard of maintenance which 
they themselves set up.”* 

378* Variety In 6onsainptoln ■ — Generalizations about the 
methods and amounts of consumption in India, will not be true to 
facts. The extensive variety we liave in climate, soil, race, religion, 
culture and earning capacities in the different parts ofthe country, has 
created different modes of dress, dwelling, food &c. which are simply 
bewildering. Contact with one another, brought about by improved 
means of communication, is indeed rapidly tending to assimila- 
tion, by provinces and districts, ofthe ways of life of their neighbours. 
This growing uniformity must, however, be limited by variety, feed 
in the nature of things. The inhabitants of the Punjab are com- 
pelled by their cold climate to wear thick and woollen clothing and 
construct their houses so ns to afford sufficient protection against it. 
The clothing of the people of the southern provinces is the scantiest 
and is made entirely of cotton. The food tliat the iuliabitants of 
any part of the country eat, is mostly determined by the climate 
and the produce of its fields, and hence wheat, jawar, bajri 

1 M. L. Darliog. 

2 J. C. Jack : The EooQomio Life of a Bengal District. 

3 See also several village studies which have recently been published, e. g, 
Mukbtyar: *' Life and Labour iq a South Oujarot Village.** 
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and rice have become staple foods in different provinces. These 
food-grains are comparatively cheap in the provinces where they are 
produced and cousumcd in the bulk. 

The population of port towns is cosmopolitan and has been 
materially influenced by western civilization. People who earn 
their liviog by pursuing modern methods of industry and trade and 
factory labour in industrial centres, are assimilating new ways of 
living, though most members of the mercantile classes are peculiar- 
ly conservative. Reference may be made to pages 830-833 in this 
volume in order to bring the objects and the methods of consump- 
tion of factory labour into relation with the money and real wages 
obtained by that class of workmen as also by agricultural labour* 
An analysis of the budgets of factory workers’ families in Bombay 
gives the following percentage expenditure on the main groups of 
commodities in 1921-22 : — 


Food 

... 56'8 

per cent. 

Fuel and Lighting 

7*4 


II 

Clothing 

9*6 

II 

II 

House-rent ... 

7-7 

II 

II 

Miscellaneous 

IS‘5 

lOO'O 

II 

II 


The shape and the style of houses arc governed very largely 
by the climate and the building materials thiit are readily available. 
Hence the variety of stone, bricks, mud, timber, bamboos etc. used 
in the construction of dwellings. Heavy rainfall requires a parti- 
cular kind of roofing, earthen tiles or stone work. Mud roofing 
is enough in disUicts where the rainfall is small in quantity e. g. 
Sholapur and Ahmednagar.* Proximity to forests makes cheap 


1 “Clotbiugandtbeatruokureofthe people's dwolliogs also Tary Id like 
manaer, teing partly determined by the requirements of the olimate, partly by the 
nature of the materials available. In AfghaaUian woollen fabrics and sheep 
fr “ ttenoral use. and the former are much worn also in the Punjab in 

° \ fabrics of varying texture are the or- 

®h classes id India, and silka are very much worn in Assam 
n \ V of Ohutla Nagpur, of the hills of Assam 

® Andaman Islauds. are able to exist 

with the smallest possible amount of olothiug habitually worn by any of th* 

httinantaoe8.”—Maomillau*s Geography of India. ^ y * the 
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timber available and the abundance of certain kinds of tliatching 
material fixes the style of roofs. Differences of race and religion also 
play their part, as much as the natural conditions, in fixing the nature 
of the consumption of people; and the factors of ignoranceandintellig- 
ence must also not be ignored. In the costume worn and the food 
eaten, Hindus differ from the Mahomedaus in central and south India, 
and centuries of common citizenship have not imparted uniformity to 
social customs. Thus are accounted for the varieties witnessed 
among the people of dilTerent castes and communities of the Punjab 
and Bengal, of Bombay and Madras, in respect of the kind of wealth 
they consume and their methods of consumption.' . The internal 
variety in each province and locality is, of course, to be attributed 
to the economic condition of different places and classes with refer- 
ence to their trade and industries. Dictates of religion and custom 
have had a powerful influence in regulating consumption ; as also 
the degree of the security of life and property enjoyed. 

The ease with which goods can be transported from one pjirt of 
the country to another by means of the railways, is breaking down 
provincial and communal isolation and bringing about uniformity. 
Cloth, sugar, matches, cigarettes, hardware, soap, apparel, kerosene, 
paper, glass, umbrellas, motor airs. &c. wliich are imported from 
abroad, are evenly distributed by the railways all over the country 
for common consumption ; and the imitation of western dress and 
furniture and a spirit of common Indian nationality, arc producing 
the same results. Religious and caste prejudices are steadily giving 
way before the advance of western civilization in the country. 
European styles of housing, furniture and dress are being copied 
everywhere on an increasing scale. Shirts, boots, collars, hats, chairs, 
tables, steel trunks, harmoniums, gramophones, cups, and saucers, 


1 The curious may read with interest the account given in his Ayeen 
Akbary by Abul Fazal, of the food, houses, dresses &o., of the subjects of the 
Emperor in the different subhas. Speaking of Bengal, he says:— "The food of 
the inhabitants is for the most part fish and rioe ; wheat and barley not being 
esteemed wholesome here. Great numbers of men and women go quite naked, 
except covering for the loins. In this country women ate allowed to transact 
business in public.*' Conoorniug Orissa, be writes : — "The periodical rains con- 
tinue during eight months ; and they have three months of winter, and only one 
month that is vory hot. Rioe is cultivated boro in groat abundance. The in- 
.habitants live upon rice, Usb and vegetables. After boiling the Jrice they stoop 
it in void wutor and oat it tho second day." 
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spoons, glosses, bottles ore fotniliar objects all over the country. 
The interior of the country has been made easily accessible by the 
cheap provision of motor conveyances of which the rural population 
is now taking advantage in a growing degree. Houses of the new 
rich, in particular, are European through and through, though the 
social manners have not been j'et radically changed. This evolu- 
tionary process is permeating the lower strata of society; and the 
‘ Khaddar ’ movement is apparently pow'erless to stem the tide. 
Khaddar has, however, rendered useful service by bringing out the 
incongruity between the poverty of the people and the western 
fashions to wliich they are becoming addicted. 

37 >. Saving and Investment:— Frequent references have 
been made in previous chapters to the condition of credit in India, 
the indebtedness of the mass of the people, lack of banking facilities, 
the spread of the co-operative movement and investments in gov- 
ernment loans. We shall not, therefore, go over that ground again. 
How far the banking habit is spreading in the country, it is difficult 
to gauge with any pretensions to accuracy. Our evidence in the 
matter consists of the deposists in the joint stock and Postal savings 
banks, the contributions of people to the loans floated by government 

and the progress of co-operative credit j and it points to a steady 
improvement in the desired direction so far as the people of the 
higher and middle classes are concerned. The numerous new in- 
dustrial joint stock companies which have come into existence, leave 
no doubt about the popular tendency towards saving and investment, 
but the share of the common people in this movement is probably 
small. It is mostly the classes who were accustomed to saving and 
whose earnings left an appreciable margin to be invested, that have 
participated in the new investments. 

It is no doubt a fact that though our cultivating and labouring 
classes are poor and have little margin and incentive for saving out of 
their incomes, there is room for thrift in their families. Their extra- 
vagance may be exaggerated, still expenditure on weddings, funeral 
rites and on interest on old debts contracted for these purposes, is 
capable of being cut down. The rate of interest on the loans is 
anything between 50 and 1 50 per cent. ; and the influence of cus- 
tom is so overwhelmingly powerful that families ruin themselves 
for maintaining their social prestige by spending beyond tlieir 
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means. The ignorance of the mass of the people and the formali- 
ties that have to be gone through by the investors in purchasing 
securities and in collecting interest are a serious obstacle that 
hampers investment. Government is fully alive to this and has been 
simplifying the procedure connected with investments in its loans. 
But even then the educated and the intelligent classes alone 
can take advantage of the facilities. The cash certificates, for 
example, brought to the State a decent amount of money but the 
pr-ssure of persuasion that was exerted under the stress of war 
conditions, did not produce desirable effects. Several people who 
bought the certificates, which really represented a very good in- 
vestment, did not understand the nature of the transaction and 
thought it was a kind of a war contribution to government, and they 
are reported to have disposed of them even at a loss though they 
were readily encashable. The cash certificates have, however, now 
become a popular security with the educated classes. The activities 
of the Post Office savings banks must be extended and joint stock 
banks also must give facilities to customers to attract deposits. The 
importance of such facilities has come to be appreciated and in- 
vestors are assisted to save and put money into government loans. 

In his speech introducing the financial statement for 1919-20 
the Finance Member explained what government had done and in- 
tended to do to attract the small investor and his little hoard to its 
loans. He pointed out that whereas in the 1 91 7 loan, the number 
of investors excluding purchasers of cash cetrificates, was 1,55,103, 
in the loan of 1918, the number of subscribers was no less than 
2,27,706 and obser\-ed that it was clearly of the highest importance 
that every effort should be made to retain and if possible to increase 
the new client>le and to foster the seed which had been sown. 
Among the advantages of the gradual spread throughout the country 
of a habit of investment, he pointed to the diversion to fruitful 
purposes of India's sterile hoard of the precious metals to the mutual 
benefit of the individual and the State. Finance Members have 
since tlien given expression to similar sentiments and the investiga- 
tions of tlie Banking Inquiry Committees are calculated to prove 
particularly helpful in tliis direction. Habits of economical con- 
sumption have to be spread among the mass of the people, however, 
and the advantages of foresight and of providing for the future have 
to be impressed upon their minds. 
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380* Charity : — The various items of individual and family 
expenditure which are in perpetual competition with one another, may 
be grouped under the following five heads viz. necessaries, comforts, 
luxuries, investments and charity and their proportion to one another 
depends chiefly upon the size of the income and to a small extent 
on the spender’s inclination. A few persons will invest in land and 
the precious metals at the cost of comforts and luxuries, and 
expenditure on charity is a religious and social duty with the 
bulk of the people. Much of the traditional and present day 
charity iu India causes avoidable waste. The instinct of sympathy 
for the poor and the distressed and of veneration for learning and 
piety, which is guided and strengthened by Indian religions and 
customs, often leads to extravagant and wasteful methods of ex- 
penditure. Help which ought to be given to the truly deserving, is 
frittered away on sturdy beggars and habitual idlers. An Indian's 
conscience will not allow him to turn away a beggar from his door; 
and tramps and able-bodied professional mendicants take advantage 
of this attitude of mind. Paupers who can not w'ork for a living, 
helpless widows and orphans, the blind and the cripples must all be 
supported by the community, and individual and collective cliarity 
has been doing this work. Individual and family responsibilty for 
charity of this description which has beeii w'ell recognized in India, 
has obviated a State organization for the purpose. Endowments of 
temples and mosques, almshouses and caravansaries, of wells and 
cisterns are common. And within recent years, schools, hospitals 
and orphanages have been founded by pious people for the benefit 
of the public. 

The Hindu joint family— a survival of the patriarclial form of 
the family — is a co-operative institution and maintains the young, the 
aged and the weak members. But tliat institution is rapidly falling to 
pieces before the growth and spread of individualism. The advant- 
ages and disadvantages of the joint family, we have referred to already. 
Very often it serves as an efiScient instrument of production, but in 
distribution, it fails to give satisfaction and the family becomes a hive 
ia which the workers and the .drones quarrel. In consumption, the 
jomt family is economical and is a great help to the aged and the 
weak and exhibits its usefulness in a most conspicuous manner. The 
serious drawback of the joint famUy lies in the jealousy, hatred and 
quarrels it encourages and a sense of irresponsibility it fosters. The 
peace and happiness of members ore marred by individual dis- 
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content; and partitions of landed and house properties produce 
uneconomic results. '-The gains of learning" bill which was recent- 
ly before the Legislative Assembly, illustrates one of the serious 
dilticulties and complications associated with the institution. It is 
not impossible to combine .individualism with the family instinct ; 
and relatives in difficulties and distress may be taken care of by 
members of a divided family who are in a position to do so. 

That the organization of Indian religious and charitable endow- 
ments is not satisfactor)% has now come to be widely recognized 
and the question of placing these on .a sound footing has been 
discussed by our legislatures. It is admitted that religious and 
charitable trusts are being abused and badly managed and that they 
do not carry out the objects of the original donors. Some hesitate to 
allow State interference in such matters ; but without strict outside 
control exercised on behalf of the whole community, existing abuses 
are not likely to be corrected. This is now a live political issue in 
the various Provinces, and a solution has been found for it in Madras 
by a legislative measure. Beggars in India have become a nuisance 
and the problem of dealing with them has attracted a good deal of 
public attention. Much can be done in this regard by individuals who 
must refuse to encourage indlcness and vagrancy. True charity, 
enjoined by religion can not mean the support of beggars who will 
not work for an honest living. Communal and public organization 
must take the place of the individual charity which does not serve 
much useful purpose. Beggars, especially sturdy mendicants, become 
a public danger and liave to be strongly discouraged. The beggar 
problem is acute in cities, e. g. Bombay, and a solution for it is be- 
ing attempted. To be able to live without working to obtain a 
living, appears to certain persons and castes as a hereditary or 
individual privilege; and mendicancy and charity under the circum- 
.stances, have a detrimental effect upon production. The instinct for 
charity must be preserved and be given a socially useful turn. And 
fortunately, this change is slowly taking place. 

381. Simplicity and Luxury As consumption is the princi- 
pal aim and destination of all production, exchange and distribution 
of wealth, it is needless to add, its nature, size and methods are in- 
timately related to the whole economic life of man, individual and 
social. No rapid economic progress, particularly along western lines, 
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it is stated, is possible in India because the people’s outlook on life 
is so narrow, their wants are so few and their tastes are so simple and 
even primitive. If you are contented with a little quantity of rice 
and salt for food, a little clothing to cover your bodies and a rude 
cottage to protect you from the sun, the cold and the rain, where is 
the scope for industrial development ? It is useless to expect India to 
make rapid economic progress, we are told, so long as the average 
standard of living is low as compared with that of western people. 
This question of the Indian attitude on the material world, we have 
dealt with in some detail already, and it is not necessary to do more 
than refer in passing to what lias been said on the subject. Neverthe- 
less, one or two things require mention in this place. 

Firstly, it is a woeful mistake to judge the Indian people by the 
western standard and then to ridicule or pity them,' for instance, 
for the scanty clothing of the men and the children. A man 
clothed in western garb is not necessarily a more cultured and a 
man. External imitation of the people of the west is certain- 
ly not a merit and does not, as a matter of course, indicate progress 
and happiness. Standard of living is «ot some thing that is more or 
less permanently fixed though it must be intimately^ound up with 
natural, cultural and economic conditions in any country at any given 
time. It rises or falls with prevailing economic conditions and ideas, 
and changes with times and circumstances. It likewise varies with 
different classes in the community, and among them also it is not 
absolutely unalterable. There is at any given time, in any given 
class or society, a tacit understanding that material goods of a certain 
quantity and quality are essential for satisfaction and comfort. Con- 
tentment is a condition of the mind, and without the use of certain 
object, absolute necessaries and conventional necessaries, if not 
luxuries also, an individual will not feel happy. The primary physi- 
ol wants are inexorable and must be satisfied at any cost; and it is 
the above social convention that is the principal force that drives 
ambition on to competition and enterprise. Man is by nature 
imitative, and effort to copy new methods of wealth consumption 
alters the standard of living. Secondly, therefore, it must be noted 
that the standard of living in India has changed from time to time 


1 Refe* to books Uko Miea Mayo's 
uudorstaadlug and perspaotive. 


“Mother India” which betray a lack of 
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There is ample evidence in history to demonstrate the truth of this 
remark. The effect of Mahomedan conquest and of the contact with 
Muslim civilization, on Hindus, for example, was not small during 
the 16th and 17th centuries. The social history of the small Parsee 
community is significant in this connection. Indian modes of life have 
thus undergone continuous change, and the same phenomenon is 
visible at the present moment, under the influence of western 
civilization. 

Thirdly, it is a pure delusion to suppose tliat the Indian people, 
as a whole, were, at any time in their history, a community of 
Sanyasis shunning, as a matter of principle, all material enjoyment, 
or a set of rural folk not knowing and caring for the luxuries of 
urban life. History clearly shows tliat Indian society always had its 
fashions and conventional modes of living which had to be con- 
formed to. Fourthly, there is another delusion, which is the reverse 
of the above and must be similarly disposed of, and it is tliat the 
common mass of the people have fallen off from a higher standard of 
living during the last one hundred years. It is true that in the past, 
it was open to persons of capacity and ambition to rise to any social 
heights by their daring and enterprise and a peasant or a shepherd of 
to-day was a potential nabob or raja or a military commander of 
to-morrow. The material prosperity of the past was not and could 
not, however, be the’prosperity of the lower strata of society. It was 
naturally confined to the higher, the warrior, trading and landholding 
classes who had opportunities to amass wealth, to command the 
services of others and procure luxuries and comforts. These had 
servants and retainers, slaves and serfs, like the European barons of 
old, and the lot of the masses could not have been happy according to 
our present standards. Land was, however, abundant and such food, 
clothing and shelter as the people required, were not difficult to 
obtain. There is doubtless deterioration in this regard in existing 
conditions, but there is the counterbalancing factor that opportunities 
are being opened to the lower classes to improve their condition and 
share in the general rise of the standard of living. The complaint 
in India to-day is that such opportunities are few and there is no 
incentive to a better living for the people taken as a whole.' The 
middle and the agricultural classes thus find themselves to-day 

1 See Report of Royal Commission on Agriculture in India and the 
Author '0 £coiiomic$ in India, 
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in a bad plight, and the position of the educated and semi-educated 
people is pitiable. The latter have placed new, and in many cases 
false, standards before them which they can not realize. 

382 . The Ideal and the actual :-Fifthly, Indian ideas of 

what are necessaries and comforts, are also fast changing, and new 
standards are being established among all classes and ranks in the 
community. Indian poverty and prosperity are being judged and 
will, in a larger measure, be judged by these new standards. The 
proverbial simplicity of India is by no means opposed to the chang- 
ing standard. An increase in the number and a change in the nature 
of wants, must not be regarded as incompatible with the spirit of 
renunciation and simplicity. The lives of some of the greatest of 
Indians and of certain classes in the community, are a proof of the 
truth of this statement. It is a marvel to outsiders how the ‘Saint of 
Sabarmati’ clad only in loin-cloth and living on hard, simple food, can 
attract lakhs of devoted followers from the wealthy and the worldly- 
minded classes. The Gandhi cap and the khadar shirt serve as a 

reminder of Indian poverty and of the need for retrenchment and 

economy m private expenditure. Our religious heads are seen to-day 
travelling in motor cars instead of in palanquins, and our social cere- 
monies, if not religious rites, are invaded by the products of modern 
civilization. Renunciation has ever been venerated and simplicity has 
been praised in India. But simplicity is relative, and no particular 
stondard exists to judge it. Imitation of western manners and modes 
of life IS, m fact, proving wasteful and embarrassing to persons who 
have been victims of the externals of European civilization, and the 
corrective mauence of old Indian ideals is necessary in such cases 

Llur of Krf ^ Mahatma Gandhi’s movement in 

frZ campaign against liquor and litigation, 

is found^to” t Paraphernalia of western standards 

The i 2 tL classes. 

The Idea that money goes out of the country to pay for these 

.: r = ‘-‘7 “ 

.TSrrs r St t c 
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life. The position in India to-day is that the large mass of the 
population falls short of even the accepted traditional Indian 
standard in consumption of wealth, and is of course far away from 
the new standard. 

Changes in the methods of wealth distribution are reacting upon 
the methods of consumption and on the standard of living. The sub- 
stitution of contract for status and of modern systems of production 
and exchange for the customary organization, is bound to produce a 
radical effect upon consumption. The new opportunities for saving 
and investing are being availed of, and life insurance and provident 
funds are becoming common among the higher and the middle 
classes. But it is the lower classes that have not been able to catch 
up in the race, and works of public improvement have not yet reach- 
ed them so as to ameliorate their condition. Their lot is wretched, 
and though they are untouched by the evils of western tastes and 
civilization, they have still to cover a long distance to share in the 
advantages of material progress. 

Further, as has been pointed out above, the joint family 
system is an important economic factor, and an average Indian 
family is an association for consumption as well as for 
production. This institution, as well as the caste system, is based 
on the principle of solidarity, and it would be interesting to study 
both from the point of view of consumption. Partitions of real pro- 
perty are indeed common and usually render production inefficient. 
The joint family system, like the caste, has its advantages and draw- 
backs. It renders living economical and conduces to the protection 
of the weak and the aged. But it likewise chills enterprise and puts 
a premium on idleness. Bickerings among the members of a joint 
family are normal and their life is rendered unhappy. This institu- 
tion is likewise a kind of insurance for the members against illness, 
incapacity and death. Caste and communal organizations for con- 
sumption and cliarity are note-worthy in India. But there is a grow- 
ing tendency now-a-days among the educated classes to resort to life 
insurance and to help organized effort at poor relief, education, 
medical treatment &c. The total number of policies in force in 
India in 1928 were nearly lakhs and the amount assured under 
ordinary life assurance policies, which has been steadily increasing, 
was Rs. 124 crores in that year. Of this total, Indian companies 
assured Rs. 71 crores under 3,22,000 policies. 
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Lastly, the instinct of charity is strong in India, and owing to the 
prevalence of private, individual charity, the need of the poor law 
does not exist. Orphanages, hospitals and other institutions for the 
relief of the weak, the helpless and the suffering, have indeed come 
into existence, and there is immense scope and extensive need for 
their increase and development. The problem of sturdy beggars 
and mendicants who consume without making any contribution, 
direct or indirect, to the production of communal wealth, is urgent 
in India. There is waste of consumption going on in this direction 
which must be cotrolled and reduced. Charity must be diverted to 
more useful channels conformably to the needs of national progress, 
e. g. education and medical relief. Attention is directed more and 
more to the improvement of charitable endowments and institutions 
of a religious nature. 
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We give below a few statementg of the latest available etatistica relat- 
ing to the position of prices, carrency circolation, foreign trade and the 
Imperial Bank of lodla. It will be seen from them how the tendencies 
with respect to economic depression, currency deflation and falling prices, 
which have been discussed in this Volume, are still in operation:-— 


(A) 

Comparative Prices 



V 

April 

1926. 

1* 

Wholesale I 
End of 
1928. 

a>sz Nnu 
^rices. 

End of 
1929. 

CBEBS. 

Oost 1 
April 
1925. 

% 

>f Living. 

End of) End of 
1928. 1929. 

Great Britain 

U. S. A. 

Oauada 

Belgium 

Franoe 

Germany 

Italy 

Japan 

India ( Bombay ) 

16X.9 

144.6 

162.0 

• « • 

141.0 

204.0 

165.0 

137.6 

140.9 

147.7 

125.0 

128.0 

138.9 

125.8 
172.2 
147.0 

1 

125.4 

125.0 

150.2 
116.6 

114.1 

132.3 

113.9 

154.9 
141.0 

173.0 

158.0 

162.0 

186.0 

241.0 

168.0 

165.0 

167.0 

151.0 

216.0 

113.0 

183.1 

148.0 

208.0 
148.0 

164.0 

157.0 

164.0 

228.0 

115.0 
161.6 

160.0 

194.0 

160.0 
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1 

Apt 1926 to 
Wholesale 
Prices. 

» End of 1929. 
Coat of 
Living. 

End of 1928 t 
Wholesale 

Prices. 

0 End of 1929. 
Oost of 
Living. 

Great Britain 

U. 8. A. 

Canada 

Belgium 

France 

Germany 

Italy 

Japan 

India (Bombay) 

—22.6 p. c. 

— 7.2 „ 

• at 

— oii'p. c. 

— 24.0 p. 0. 
-14.6 „ 

— 6.2 p. c. 

-o.e « 

+ 1-3 „ 

a»a 

+ 11.6 p. 0. 

• aa 

— 19.6 p. 0, 

-3.1 » 

— 8.9 p. 0. 

+ 1.7 „ 

—10.9 p 
-4.7 „ 
-9.4 „ 
-10,0 „ 

— 4.1 „ 

—0.6 p. 0. 

+ 2.0 p. c. 

+ 5.3 » 

+ 1.9 „ 
-1.0 

+1.3 ;; 
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Foreign Trade of British India. 


1929-1930 

(In lacs of rupees.) + Signiees net exports. 

— n „ imports. 



Ist April 

1st April 


1929 to 31st 

1928 to 3l8t 


March, 1930. 

March, 1929. 

Imports of merchandise 

2,40,76 

2,53,31 

Exports including re-exports of 



merchandise 

3,17,93 

3,37,96 

Net imports of Gold 

14,22 

21,20 

Net imports of Silver 

11,89 

13,04 

Total visible balance of made 

+ 52,82 

+ 52,11 

Net balance of remittances of 



funds. 

-21,01 

-41,39 


(C) 

Paper Currency Returns, 


(In lacs of Rupees.) 



22nd May 

22nd Apr. 

22nd May 

22nd Apr. 


1930. 

1930. 

1929. 

1929. 


Rs. 

Rs. 

Rs. 

Rs. 

Notes in circulation ... 1,70,64.0 

Reserve-Coin and bullion in India- 

1,73,32.3 

1,83,04.4 

1,84,71.7 

Silver coin 

1,07,05.4 

1,06,64.4 

94,28.4 

94,77.2 

Gold coin and bullion. 

32,27,6 

32,27.4 

32,21.6 

32,21,6 

Silver bullion under 

coinage 

3,37,3 

33,8.3 

4,33.5 

4,67.0 

In England — 




Gold coin and bullion. 

• « » 

• ft • 



Silver bullion 

• • • 

• % % 

^ % 

• • ■ 


In His Majesty’s Domn. — 

Gold coin and bullion 
In transit between India, England 
and His Majesty’s Dominions — 

Gold coin and bullion 
Silver bullion 
Total bullion and 

coin ... 1,42,70.3 1,42,30.1 1,30,83.6 1,31,65.8 
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22nd May 

1930. 

Es. 

Securities (purchase price) — 

22Dd Apr. 
1930. 
Rs. 

22nd May 
1929 

Rs, 

22nd Apr. 
1929. 
Rs. 

In India 

27,50.2 

30,72.4 

43,22.8 

43,22.8 

In England 

44.4 

29.8 i 

8,98.1 

8,83:1 

Total Securities 

Grand Total of 

27,94.6 

31,02.2 

■ 62,20.9 

1 

52,05.9 

Reserve 

Internal Bills of Ex- 
change held on 
account of Govern- 
ment under Section 

20 of the Indian 
Paper Currency Act, 

1,70,64.9 

1,73,31.3 

'1,83,04.4 

1,83,71.7 

1923 

Percentage of Metallic 
Reserve to notes in 

««• 

• « a 

% « 

1,00.0 

circulation ... 

83.62 

82.10 

71.48 

1 

71.66 


(D) 

Imperial Bank of India, 


(In lao8 of Rupees.) 


LiabiUtiee 
Subscribed Capital 
Capital paid up 
Beserye 
Publio Deposits 
Other Deposits 
Loans against seen- 
rities per contra . 
Loans from the 
Goveinment of Indi 
under section 20 c 
the Paper Ourrenc 
Act, against Inlan 
Bills discounted an 
purchased per contr 
Contingent liabiliti^ 
Sundries 
Total 


23Td May 
1930. 

Rs. 

18th Apr. 
1980. 
Bs. 

24th May 
1929. 
Bs. 

19th Apr. 
1929. 
Bs. 

1,126.0 

662.5 

532.6 
1,661.0 
6,826.4 

1,126.0 
662.5 
632 6 
1,629.4 
6,899.3 

1,125.0 

662.5 

522.6 
667.0 

7,261.3 

1,125.0 

562.6 

522.6 
680.8 

7,483.4 

166.7 

166.7 


• •a 

• • • 

164.0 

9,913,0 

140.8 

9,831.2 

1 

160.3 

9,168.3 

200.0 

102.3 

9,601.0 
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23rd May 

18th Apr. 

24th May 

I9th Apr. 


1930. 

1930. 

1929. 

1929. 


Rs. 

Es. i 

Bs. 

Bs. 

AsBdtB 

Government 





secnritiea ... 

2,671.4 

2,702.7 

2,104.7 

1,908.6 

Other aatborized 
Becorlties tinder 


the Act 

283.2 

283.5 

253.0 

238.6 

Ways & Means Advances 




to the Govt, of India 

• •• 

• •• 

• •• 

• 4 a 

Loans 

1,388.5 

1,400.3 

1,097.9 

1.804.2 

Cash Credits 

3,230.6 

3,244.5 

2,945.1 

2,890.0 

Inland bills discoon- 

ted and purchased 

458.2 

577.1 

716.1 

1,045.7 

Foreign bills discoun- 


ted and purchased 

51.8 

47.6 

33.8 

47.8 

Bullion ... 

• • » 




Dead Stock 

282.2 

281.2 

285.4 

283.9 

Liability of constitu- 
ents for Oontlngent 





liabilities per contra 

• • • 

• • • 

• •• 

sea 

Sundries 

80.3 

60.8 

68.6 

50.9 

Balance with other Banka 

1 37.9 

31.7 

24.3 

37.8 

Oash 

1,428.9 

1,201.8 

1,624.7 

1,193.6 

Total 

9,913.3 

9,831.2 

9,153.6 

9,601.3 

Percentage 

16.20 

13.75 

20.13 

14.18 

Bank Bate 

6 p. c. 

Op. c. 

6 p. 

c. 7 p. c, 


I 


APPENDIX II 


STATUTORY COMMISSION AND FINANCE. 


Federal and Provincial Finance 

Ifc will be interesting to notice that the chief points we urged in our 
discussion of the reform of the system of finance and taxation In the 18th 

and the 19th Chapters of this Volnme, viz (1) that the system should be federal 
in character, (2) that the share of the Indian States in the burdens it imposed, 
should be duly recognized, (3) that a complete separation of the resources of 
the national and Provincial governments is not essential and (4) that the in- 
come tax should be a divided source of revenue, larger agricultural incomes 
being included in the amounts to be assessed, have been endorsed by Mr. W 
T. Iiayton, the expert adviser of the Statntory Commission. The latter 
has, however, suggested that the Indian States claim, that they should 
receive a share in the customs revenue, will have to be set off by a similar 
counter-claim that they must bear a part of the increasing cost of Imperial 
burdens. The Butler Committee, therefore, proposed the appointment of 
an expert body to enquire into both claim and counter claim. Mr. Layton 
observes But whatever the decision may be as regards the past the 
development of Indians finance in accordance with the plan ontlined in this 
report will make the Central government increasingly dependent on customs 
revenne and increase the taxation which it imposes on the population of the 
states at a time when the cost of the Imperial burden is stationary or falline. 
Xt will, thus, strengthen the case for determining what is the burden tlmt 
may in equity be imposed npon the states. Further, if uniform national 
excises are to play an increasing role in Indian finances, they wiU, if levied 

production, constitute a new form of taxation on the popula • 
tion of the states and make it still more important to find a means of har- 
monising the financial policy of the Indian states and of British India.” 

merely one of financial adjustment. 
kT MP^esentatives of the Indian stato should 

^ consulted on financial policy. The financial problem Ulustrates the need 

o* consultation between 

Briti^ India and the states, which the commission have proposed.” 

it is ^th general assumptions, firstly that 

Tvil"" nS s^fcon^t ir? > expenditure on the naZlni^iog 

services, and secon^y, that it is possible to raise additional revennM 

this purpose provided that incidence of further taxation is adinsted to the 

(b) that all parts of India make 
common purpose. 


a not unfair contribution to the 
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revenue which are almost stationary. Provinces are treated unequally and 
industrial provinces have no power to tax industries. Analysing the ele- 
ments that compose the Central Budget, Mr. Layton says that a surplus is 
likely to emerge gradually as a result of the growth of revenue, the chief 
contributor to which will be Customs, The surplus will not, however, be 
realised if the expansion of trade is checked by internal disorder or exter- 
rwil difficulties or if India adopts a policy of extreme protection Any 
prospective surplus In the Central Budget will go a comparatively little 
way towards meeting the needs of the Provinces. It is, therefore, essential 
to find new sources of revenue. Four sources are mentioned :•—(!) increased 
jdeld of in-come-tax by lowering exemption linuts, by steepening gradua- 
tion in the case of intermediate incomes and by taxation of income invested 
abroad ; (2) abolition of exemption of agricultural incomes from income- 
tax i (3) national excises on such commodities as cigarettes and matches; 
and lastly, (4)_ Terminal taxes. Item (4) is a form of taxation which falls 
naturally within the provincial sphere ; but the others are taxes which 
should be the subject of central legislation and should be centrally collected. 

“ Three methods of dealing with this situation have been suggested 

(a) the assignment of all revenues ( including customs &c. ) to the 
provinces where they are collected and the financing of the central govern- 
ment by means of appropriate contributions from each province ; 

(b) the transfer to the centre of certain services now performed by 
the provincial governments, or while leaving administration in the hands of 
the provincial governments, the financing of them from central funds by 
means of a system of grants-in-aid or by some other method ; 

(c) the supplementing of the sources of revenue assigned to and col- 
leoted by the provinces by certain national taxes collected by the centre on 
behalf of the provinces and distributed to them on some predetermined 
automatic basis.’' 

The first method was rejected as it was open to certain practical and 
theoretical objections. It would set up internal barriers and involve varying 
rates of duties which can most conveniently be collected by a central autho- 
rity. The plan would, again, confer on the central government the right to 
iutorfero and to compel a defaulting province to produce its contribution. 
And lastly, the scheme is based on the indefensible assumption that each 
province has a natural right to all the revenue collected within it. 

Though the second method is less objectionable and more practicable, it 
implies central inspection and at least a limited control over local activity. 
When nation-building services develop on a large scale, it will require a 
vast bureaucracy to administer them from a single centre or even to exercise 
financial control. Considering the size of India and its inherent diversity, 
centralization of such activities, is not a practical, even if it were desirable, 
policy. 

The third method alone, therefore, remains. For reasons given, distri- 
bution to the province of origin, does not entirely meet the necessities of 
the case. Of alternative methods, the only one which is at once simple, 
automatic and to some extent a test of ‘‘ needs,” is distribution in proportwn 
to population. To distribute a large part of the revenues of _ India on this 
basis would be nnfmr to the provinces with a sparse population and would 
tend to hold back the progress of the more advanced, and by transferring 
resources from the richer to the poorer provinces would divorce resp^si- 
bility for taxation from responsibility for spending. But though for these 
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r^ons the metbod can only be used to a limited extent the haphazard 
character of the provinces of India and the ineqaalities reaultinc from 

historical accident make it necessary to introdnce into the financial system 

of India some device that will tend to mitigate the iuequaUtiw that at 
pr^ont exist. 

^ complete scheme of allocation should, therefore, provide for the 
distribution of centrally collected revennes in part according to origin and 
in part on a population basis. ® 

The scheme proposed for the raising and allocation of resources in 
accordance with these principles will be as follows:— (i) For administrative 
and fiscal reasons customs duty on imported Uqnor should bo brought into 
relation with the oxcise policy of each province, since the present arrauge- 
ments ander which customs duties are central whUe provincial governmelts 
control the possMsion transport, purchase and sale of such Jiquor have 
led to considerable administrative friction. The duty on imported Jiquor 
should be reduced to the standard luxury rate of thirty per cent, and the 
provinces should be given the right of imposing further duties in the form 
of excises on such liquors in accordance with their excise policy This 
would involve a loss of crores to central revenues, (ii) Revenue from 

^ (“i) To meet the 

shnSS h provinces, one-half of the proceeds of income-tax 

shonld be assigned to the Province concerned. Super-tax would, however 
continue to be entirely central since the central government, can not at 
present, bear the loss which a division of this tax would involve This will 

Sx^tinn I ®°*'*'*® provinces to adjust 

taxation between rural and urban classes, provinces may levy a surcharge 

^ income tax counted on the incomes of their residents, the snrcharfe 

^ing limited to half the tax transferred to them, (v) ExempUon from in- 

incomes should be abolish^ by defi^to stages and 

the whole yield of this taxation should be assigned^to the province of 

1 , Provinces should be empowered to levy terminal toxes fvii'l 
There shonld be constituted a Provindal Fund fed by sp^"X deS’gna^ 

excise on cigarettes, (b) excise on ma^tches Ind (cfdu^ 
on salt (to be tr^gfeyed when the Central Budget situation perndto? 
The resources of tlua fond should be automatically distributed to^the mo 

^^ona^rMpimbasiB. A Ume-table shonld be drawn np under wWch 

transferred according to a definite ache 
ten years. Hero the urgent n^^s' 
be recognized aL^e 

transfer of income-tax receipts should be began as early as nossibla Tf «ii 
e proposals embodied in the sohome are carried out, the effec‘ would Ha * 
forty crores to the Revenue of the proving by l94rof w^^^^^ 
twelve crores would have been transferred from the Central BuLof Ti 
proposal to assist the Provinces by means of the Provincial Fnn^ ia 7 

t ¥£““ ““Sarfi 

v^ni^irMe^SretiZradfr^f natio^aUy ape..ki„g. 
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(a) Revenue collected and spent by the central government } 

(b) Revenue collected and spent by provincial governments ; 

(«•) Revenue collected by the central government and distributed to 
the provinces according to the province of origin ; 

(d) Revenue collected by the central government and distributed to 
the i)roviDcis on the basis of population. 

Ilo exp.cts that the revenues of British India, excluding Bnrma, as 
regards the first of the above categories, will show a surplus, Oustoms 
will grow b? crore a year to 7^ ciores at the end of the decade. Income 
tax will rise by at least 4 crores. Army expenditure should drop to 52 
croros ( 49 crores excluding Burma ) in 1933. But an equal amount of 
3 crores will iiave to be added to the civil expenditure of the central govern- 
ment ( now 15 crores ). Army expenditure should be reduced to 48 crores 
in 1940, of which 3 crores may be chargeable to Burma. Little increase 
is expected from Railway receipts, as their growth will be offset by the 
charge of redemption of debt. 

It thus appears that there will be a surplus of 16^ crores at the end 
of ten years on the existing basis of taxation. A substantial allocation of 
revonnes to the provinces will thereby be rendered possible. 

The situation of the provinces as a whole ( excluding Burma ) at the 
end of ten years under the new proposed scheme and on the basis of the as- 
sumed yield of taxes, will be as follows 


Present Revenue (1929'-30 Budget) 

Group (5) 

Surcharge on personal Income tax 
Termini Taxes 
Group (c) 

Half of personal income tax transferred from the centre 
Agricultural Income Tax ... 

Group (d) 

Provinci^ Fund 

Total 


crores 

78 


3 

(say) 8 

C 

5 

14 

114 


The Central Budget at the end of the decade after the proposed allocat- 
ions have been made, would be as follows:— 

( In crores of rupees ) 


Revenue 

Customs (after allowing for loss of 


portion of liquor duties ) 
Income Tax 20 

Less allocated to provinces G... 
Commercial Stamps 
Salt ( transferred) 

Opium 

Railways ^ 

Less additional sinking fund 
and interest charges S-- 

Miscellaneous 


54 

14 

2 

Nil 

NU 


6 

5 


Expenditure, 

Defence (reduced by 7 crores and 
3 transferred to Burma) 

Debt 

Civil Administration 
Cost of Coll ction 
Civil Works 

Other (incloding pensions) 
Surplus 


Total 


45 

10 

13 

3 

2’ 

H 

Ji 

8U 


Talal 


8H 
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